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FEDERAL CREDIT UNION ACT 


FRIDAY, AUGUST 21, 1959 


U.S. Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to call, in room 5302, New Senate 
Office Building, at 10:35 a.m., Senator A. Willis Robertson (chair- 
man) presiding. 

Present: Senators Robertson, Frear, Clark, Proxmire, Williams, 
Muskie, Bennett, Bush, Beall. 

The Cuarrman. The committee will please come to order. 

The Senate Banking and Currency Committee is holding hearings 
this morning on H.R. 8305, S. 1786, and S. 1985, bills revising the 
Federal Credit Union Act. We have scheduled hearings only for 
today with the thought that it may be possible during today’s hearing 
to develop the full facts with respect to the legislation which may 
be needed without the need of further extended hearings which might 
— it impossible to obtain any legislation during this session of 

on. . 

The Federal Credit Union Act was passed 25 years ago, in 1934, 
and, incidentally, it had my support when that bill passed the House. 
Today there are more than 9,000 Federal credit unions operating in 
the United States, with a membership of over 5 million and with 
assets of more than $2 billion. The Federal Credit Union Act has 
not been generally revised and modernized since its original enact- 
ment, except that the limit on loans has been increased from time to 
time. In 1949, for instance, the limit for unsecured loans was raised 
to $400. In my Financial Institutions Act of 1957, we took testimony 
concerning the Federal credit. unions. We knew how successfully 
they were operating in Virginia. There was a very high regard for 
the movement both among employees and among workers generally. 
T also recommended to this committee at that time in 1957 that we 
increase the limit to $500. That was put in that bill and supported 
by this committee, and approved by the Senate; but that bill, as you 
know, failed on the House side. 

The committee has, however, the benefit of the revision proposed 
in the Financial Institutions Act of 1957, and the hearings held on 
it and the comments made about it at that time. 

The committee has received comments on the bill from several Fed- 
eral agencies. Without objection, the bills and these comments will 
be inserted in the record at this point. 
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(The bills and reports referred to follow :) 
[S. 1786, 86th Cong., 1st sess.] 
A BILL To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 2 of the Federal Credit 
Union Act (12 U.S.C. 1752) is amended to read as follows: 


“DEFINITIONS 


“Sec. 2. As used in this Act— 

“(1) The term ‘Federal credit union’ means a cooperative association or- 
ganized in accordance with the provisions of this Act for the purpose of pro- 
moting thrift among its members and creating a source of credit for provident 
or productive purposes, and includes a cooperative association (hereinafter 
ealled a ‘Federal central credit union’) whose members are Federal credit 
unions and credit unions organized in accordance with the provisions of law 
of any State, the District of Columbia, the several Territories and possessions 
of the United States, the Panama Canal Zone, or the Commonwealth of Puerto 
Rico, and located within a well-defined geographical area, and whose members 
may also be directors and members of the supervisory and credit committees of 
such credit unions ; 

“(2) The term ‘Bureau’ means the Bureau of Federal Credit Unions; 

“(3) The term ‘Director’ means the Director of the Bureau of Federal Credit 
Unions.” 

(b) The first sentence of section 3 of such Act (12 U.S.C. 1753) is amended 
by striking out “natural”. 

(c) Section 7(7) of such Act (12 U.S.C. 1757(7)) is amended by striking 
out “or” after “(d)”, and by striking out the final period and inserting in 
lieu thereof the following: “; or (e) in shares of Federal central credit unions 
and in shares or accounts of other central credit unions. Payments to, and 
withdrawals from, such central credit unions by a Federal credit union must 
be specifically authorized by the board of directors of such Federal credit 
union.’ 

(d) Section 9 of such Act (12. U.S.C. 1759) is amended— 

(1) by inserting after “except that” in the first sentence the following: 
“. other than as provided in section 2(1) with respect to Federal central 
credit unions,” ; and 

(2) by inserting immediately after the first sentence the following new 
sentence: “A Federal credit union may, by authorization of its board of 
directors, become a subscriber to, or organizer or member of, a Federal cen- 
tral credit union or other central credit union.” 

(e). Section 10 of such Act (12 U.S.C. 1760) is amended by adding at the end 
thereof the following new sentences: “Federal credit unions having member- 
ship in a central credit union may be represented at annual or special meetings 
of the central credit union by one member duly authorized by the board of di- 
rectors of the member Federal credit union. To the extent permitted by the 
articles or certificate of incorporation or bylaws of the central credit union, 
such representative shall have one vote and shall be eligible for office in the 
central credit union the same as though he were a member as an individual of 
such credit union.” 

(f) The next to last sentence of section 11(d) of such Act (12 U.S.C. 1761 
(d)) is amended by inserting “, except in the case of a loan by a Federal 
central credit union to a member credit union,” after “No loan shall be made 
to any member”. 

Sec. 2. Section 7(5) of the Federal Credit Union Act (12 U.S.C. 1757(5)) 
is amended by striking out “maturities not exceeding three years” and insert- 
ing in lieu thereof “maturities not exceeding five years”’. 

Sec. 3. (a) The proviso in the first sentence of section 7(5) of the Federal 
Credit Union Act (12 U.S.C. 1757(5)) is amended to read as follows: “: Pro- 
vided, That no loans to a director or member of the supervisory or credit com- 
mittee shall exceed the amount of his holdings in the Federal credit union as 
represented by shares thereof plus the total unencumbered and unpledged 
shareholdings in the Federal credit union of any member pledged as security for 
the obligation of such director or committee member”. 





FEDERAL CREDIT UNION ACT 3 


(b) The second sentence of such section 7(5) is amended to read as follows: 
“No director or member of the supervisory or credit committee shall endorse 
for borrowers.” 

Sec. 4. Section 7 of the Federal Credit Union Act (12 U.S.C. 1757) is further 
amended by redesignating paragraph (12) as paragraph (13), and by adding 
after paragraph (11) the following new paragraph: 

“(12) To charge members and individuals eligible to become members a 
reasonable fee for cashing or selling checks, not to exceed the direct and in- 
direct costs incident to providing such service.” 

Sro. 5. (a) Section 11(a) (except the heading) of the Federal Credit Union 
Act (12 U.S.C. 1761(a) ) is amended to read as follows: 

“(a) The business affairs of a Federal credit union shall be managed by a 
board of not less than five directors, and a credit committee of not less than 
three members, all to be elected at the annual members’ meeting by and from the 
members (which, in the case of Federal central credit unions, shall be deemed to 
include the duly authorized representatives of the member credit unions), and 
by a supervisory committee of three members, one of whom may be a director 
other than the treasurer, to be appointed by the president from the membership 
promptly following the annual meeting, subject to ratification by the board at its 
next meeting. If the board fails to ratify the appointment of any member of 
the supervisory committee, the term of such member shall thereupon cease, and 
the president shall immediately appoint a replacement, subject to ratification 
by the board at its next succeeding meeting. Any vacancy occurring in the 
supervisory committee shall be filled in the same manner as original appoint- 
ments to such committee. All members of the board and of such committees shall 
hold office for such terms, respectively, as the bylaws may provide. A record 
of the names and addresses of the members of the board and such committees 
and officers shall be filed with the Bureau within ten days after their election or 
appointment. No member of the board or of either such committee shall, as 
such, be compensated.” 

(b) Section 11(e) of such Act (12 U.S.C. 1761(e)) is amended by striking 
out the second sentence and inserting in lieu thereof the following: “Any and 
all members of the supervisory cOmmittee may be suspended by the president 
subject to the approval of the board of directors, or by the board of directors 
subject to the approval of the members. In the latter case, a members’ meeting 
to act upon such suspension shall be held within seven days thereof. The 
board of directors or the members, as the case may be, shall decide whether the 
suspended committee member shall be removed from or restored to the supervisory 
committee.” 

Sec. 6. Section 11(b) of the Federal Credit Union Act (12 U.S.C. 1761(b)) is 
amended by striking out the first two sentences and inserting in lieu thereof the 
following: “At their first meeting after the annuai meeting of the members, the 
directors shall elect from their number a president, one or more vice presidents, 
a secretary, and a treasurer, who shall be the executive officers of the corpora- 
tion. No executive officer, except the treasurer, shall be compensated as such. 
The offices of secretary and treasurer may be held by the same person.” 

Sec. 7. (a) Section 11(c) of the Federal Credit Union Act (12 U.S.C. 1761(c) ) 
is anmended by striking out “they shall act upon applications for membership” 
and inserting in lieu thereof the following: “they shall act upon applications for 
membership directly or shall appoint from among the members of the credit 
union (other than the treasurer or an assistant treasurer) a membership chair- 
man who shall be authorized to act upon such applications for membership as the 
board may prescribe and who shall submit to the board at each monthly meeting 
a list of applications for membership received since the previous monthly meet- 
ing, together with such other information as may be required by the bylaws or 
the board”. 

(b) Section 11(c) of such Act is further amended by striking out “and, sub- 
ject” and inserting in lieu thereof ‘subject’, and by inserting before the period 
at the end thereof the following: ‘“; and provide for compensation of necessary 
clerical and auditing assistance requested by the supervisory committee, and of 
loan officers appointed by the credit committee’. 

Sec. 8. (a) Section 11(d) of the Federal Credit Union Act (12 U.S.C. 1761(d) ) 
is amended by striking out the second sentence and inserting in lieu thereof the 
following: “No loan shall be made unless approved by a majority of the entire 
committee and by all members of the committee who are present at the meeting 
at which the application is considered: Provided, That the credit committee 
may appoint one or more loan officers, and delegate to him or them powers to 
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approve loans up to the unsecured limit or in excess of such limit if such excesses 
is fully secured by unpledged shares. Each loan officer shall furnish to the 
credit committee a record of each loan approved or not approved by him within 
seven days of the date of the filing of the application therefor. All loans not 
approved by a loan officer shall be acted upon by the credit committee. No loan 
officer, including the treasurer or any assistant treasurer, shall have authority 
to disburse funds of the Federal credit union for any loan which has been ap- 
proved by him. Not more than one member of the credit committee may be 
appointed as a loan officer.” 

(b) The first sentence of section 7(5) of such Act (12 U.S.C. 1757(5)) is 
amended by striking out “as the credit committee may approve” and inserting 
in lieu thereof “as the credit committee or a loan officer may approve”. 

Sec. 9. The next to last sentence of section 11(d) of the Federal Credit 
Union Act (12 U.S.C. 1761(d)) is amended by striking out “$400” each place it 
appears and inserting in lieu thereof “$1,000”. 

Sec. 10. (a) Section 13 of the Federal Credit Union Act (12 U.S.C. 1763) is 
amended to read as follows: 

“DIVIDENDS 


“Sec. 13. Annually, or semiannually, as the bylaws may provide, and after pro- 
vision for the required reserves, the board of directors may declare a dividend to 
be paid from the remaining net earnings. Such dividend, shall be paid on all 
paid-up shares outstanding at the end of the period for which the dividend is 
declared. Shares which become fully paid up during such dividend period and 
are outstanding at the close of the period. shall be entitled to a proportional 
part of such dividend. Dividend credit for a month may be accrucd.on shares 
‘which are or become fully paid up during the first five days of that month.” 

(b) Section 11(c)} of such Act (12 U.S.C. 1761 (¢c)) is amended by striking out 
“recommend the declaration of dividends ;”. 

Seo. 11. Section 16 of the Federal Credit Union Act (12 U.S.C. 1766) is 
amended by adding at the end thereof the following new subsection : 

“(h) In every case of an adjudication by the Director under this Act, de- 
termination shall be made on the record after giving the opportunity for a hear- 
ing to all persons and credit unions who may be directly affected by any order 
that may be issued as a result of such adjudication. The words ‘adjudication’ 
and ‘order’ as used herein shall have the meanings specified in the Administra- 
tive Procedure Act.” 

Sec. 12. Section 21 of the Federal Credit Union Act (12 U.S.C. 1771) is amended 
by striking out “the membership of which is composed exclusively of Federal 
employees and members of their families” and inserting in lieu thereof “at least 
95 per centum of the membership of which is composed of persons who either 
are presently Federal employees or are retired Federal employees and members 
of their families”. 

Sec. 13. Section 22 of the Federal Credit Union Act (12 U.S.C. 1772) is 
amended to read as follows: 


““TERRITORIAL APPLICABILITY OF ACT 


“Sec. 22. The provisions of this Act shall. apply to the several States, the 
District of Columbia, the several Territories and possessions of the United States, 
the Panama Canal Zone, and the Commonwealth of Puerto Rico.” 


Sec. 14. The Federal Credit Union Act is further amended by adding at the 
end thereof the following new section: 


“CONVERSION FROM FEDERAL TO STATE CREDIT UNION AND FROM STATE TO FEDERAL 
CREDIT UNION 


“Sec. 23. (a) Conversion From FepeRat To State Crepir Union.—A Federal 
credit union may be converted into a ‘State credit union’ under the laws of any 
State, the District of Columbia, the several Territories and possessions of the 
United States, the Panama Canal Zone, or the Commonwealth of Puerto Rico, 
by complying with the following requirements: 

“(1) The proposition for such conversion shall first be approved by a ma- 
jority of the directors of the Federal credit union. The proposition then shall 
be submitted to a meeting of its members, the notice of which shall be in writing 
and shall be delivered in person to each member, or shall be mailed to each 
member at the address for such member appearing on the records of the credit 
union, not more than thirty nor less than seven days prior to the time of the 
meeting. Approval of the proposition for conversion shall be by the affirmative 
vote of not less than two-thirds of the members present and voting at the meeting. 
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“(2) A copy of the minutes of such meeting, verified by the affidavits of the 
president or vice president and the secretary of the meeting, shall be filed with 
the Bureau within ten days after the meeting. 

“(3) Promptly after the adjournment of such meeting of the members, and 
in no event later than ninety days after such meeting, the credit union shall take 
such action as may be necessary under the applicable State law to make it a 
State credit union, and within ten days after receipt of the State credit union 
charter there shall be filed with the Bureau a copy of the charter thus issued. 
Upon such filing the credit union shall cease to be a Federal credit union. 

“(4) Upon ceasing to be a Federal credit union, such credit union shall no 
longer be subject to any of the provisions of this Act. The successor State 
credit union shall be vested with all of the assets and shall continue responsible 
for all of the obligations of the Federal Credit union to the same extent as 
though the conversion had not taken place. 

“(b) ConversION From Strate To Feperat Crepir Union.—A ‘State credit 
union’ organized under the laws of any State, the District of Columbia, the 
several Territories and possessions of the United States, the Panama Canal 
Zone, or the Commonwealth of Puerto Rico, may be converted into a Federal 
credit union by: (1) complying with all State requirements requisite to en- 
abling it to convert to a Federal credit union or to cease being a State credit 
union; (2) filing with the Bureau proof of such compliance, satisfactory to the 
pinartor 5 and (3) filing with the Bureau an organization certificate as required 

y this Act. 

“When the Director has been satisfied that all of such requirements have been 
complied with, the Director shall approve the organization certificate. Upon 
such approval, the State credit union shall become a Federal credit union as 
of the date it ceases to be a State credit union. The Federal credit union shall 
be vested with all of the assets and shall continue responsible for all the obliga- 
tions of the State credit union to the same extent as though the conversion had 
not taken place.” 

Sec. 15. Section 2113(g) of title 18 of the United States Code is amended by 
inserting before the period at the end thereof “, and any ‘Federal credit union’ 
as defined in section 2 of the Federal Credit Union Act”. 


[S. 1985, 86th Cong., ist sess.] 
A BILL To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Federal Credit Union Act 
(48 Stat. 1216), as amended, is amended to read as follows: 


“SHORT TITLE 


“Section 1. This Act may be cited as the ‘Federal Credit Union Act’. 


“DEFINITIONS 


“Sec. 2. As used in this Act— 

“(a) The term ‘Federal credit union’ means a cooperative association or- 
ganized in accordance with the provisions of this Act for the purpose of pro- 
moting thrift among its members and creating a source of credit for provident 
or productive purposes, and includes a cooperative association (hereinafter called 
a ‘Federal central credit union’) whose members are Federal credit unions and 
credit unions organized in accordance with the provisions of law of any State, 
the District of Columbia, the several Territories and the several possessions of 
the United States, the Panama Canal Zone, or the Commonwealth of Puerto Rico, 
and located within a well-defined geographical area, and whose members may 
also be directors and members of the supervisory and credit committees of such 
credit unions. 

“(b) The term ‘Bureau’ means the Bureau of Federal Credit Unions. 

“(e) The term ‘Director’ means the Director of the Bureau of Federal Credit 
Unions. 


45064--59 2 





FEDERAL CREDIT UNION ACT 


“CREATION OF BUREAU 


“Sec. 3. There shall be in the Department of Health, Education, and Welfare 
a Bureau of Federal Credit Unions, which shall be under the supervision of a 
Director appointed by the Secretary of Health, Education, and Welfare. The 
Bureau of Federal Credit Unions and the Director shall be under the general 
direction and supervision of the Secretary. 


“FEDERAL CREDIT UNION ORGANIZATION 


“Sec. 4. Any seven or more persons who desire to form a Federal credit union 
shall subscribe before some officer competent to administer oaths an organization 
certificate in duplicate which shall specifically state— 

(1) the name of the association ; 

(2) the location of the proposed Federal credit union and the territory 
in which it will operate ; 

“(3) the names and addresses of the subscribers to the certificate and 
the number of shares subscribed by each ; 

“(4) the par value of the shares, which shall be $5 each ; 

“(5) the proposed field of membership, specified in detail ; 

“(6) the term of the existence of the corporation, which may be per- 
petual ; and 

“(7) the fact that the certificate is made to enable such persons to avail 
themselves of the advantages of this Act. 

“Such organization certificate may also contain any provisions approved by 
the Director for the management of the business of the association and for 
the conduct of its affairs and relative to the powers of its directors, officers, 
or stockholders. 


“APPROVAL OF ORGANIZATION CERTIFICATE 


“Sec. 5. The organization certificate shall be presented to the Director for 
approval. Before any organization certificate is approved, an appropriate 
investigation shall be made for the purpose of determining (1) whether the 
organization certificate conforms to the provisions of this Act; (2) the general 


character and fitness of the subscribers thereto; and (3) the economic advis- 
ability of establishing the proposed Federal credit union. Upon approval of 
such organization certificate by the Director, it shall be the charter of the 
corporation, and one of the originals thereof shall be delivered to the corpora- 
tion after the payment of the fee required therefor. Upon such approval the 
Federal credit union shall be a body corporate, and as such, subject to the 
limitations herein contained, shall be vested with all of the powers and charged 
with all the liabilities conferred and imposed by this Act upon corporations 
organized hereunder. 
“FEES 


“Seo. 6. For the purpose of paying the costs incident to the ascertainment of 
whether an organization certificate should be approved, the subscribers to any 
such certificate shall pay, at the time of filing their organization certificate, 
the amount prescribed by the Director, which shall not exceed $20 in any case; 
and on the approval of any organization certificate they shall also pay a fee 
of $5. Not later than January 31 of each calendar year, each Federal credit 
union shall pay to the Bureau, for the preceding calendar year, a supervision 
fee in accordance with a graduated scale prescribed by regulation on the basis 
of assets as of December 31 of such preceding year, but such fee shall in no 
event be less than $10 nor more than the amounts specified in the following 
table: Provided, however, That no such annual fee shall be payable by a Federal 
credit union with respect to the year in which its charter is issued, or in which 
final distribution is made in its liquidation or the charter is otherwise canceled. 
All such fees shall be deposited with the Treasurer of the United States for 
the account of the Bureau and may be expended by the Director for such 
administrative, supervisory and other expenses incurred in carrying out the 
provisions of this Act as he may determine to be proper, the purpose of such 
fees being to defray such expenses as far as practicable. 
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“Total assets Maximum fee 

$500,000 or less 30 cents per $1,000. 

Over $500,000 and not over $1,000,000 $150, plus 25 cents per $1,000 
in excess of $500,000. 

Over $1,000,000 and not over $2,000,000 $275, plus 20 cents per $1,000 
in excess of $1,000,000. 

Over $2,000,000 and not over $5,000,000 $475, plus 15 cents per $1,000 
in excess of $2,000,000. 

Over $5,000,000 $925, plus 10 cents per $1,000 
in excess of $5,000,000. 


“REPORTS, EXAMINATIONS, AND AUDITS 


“Sec. 7. Federal credit unions shall be under the supervision of the Director, 
and shall make such financial reports to him as and when he may require, but at 
least annually. Each Federal credit union shall be subject to examination by, 
and for this purpose shall make its books and records accessible to, any person 
designated by the Director. The Director shall fix a scale of examination fees 
to be paid by Federal credit unions, giving due consideration to the time and 
expense incident to such examinations, and to the ability of Federal credit 
unions to pay such fees, which fees shall be assessed against and paid by each 
Federal credit union promptly after the completion of such examination. Ex- 
amination fees collected under the provisions of this section shall be deposited 
to the credit of the special fund created by section 6 hereof, and shall be avail- 
able for the purpose specified in said section 6. 


“POWERS 


“Sec. 8. A Federal credit union shall have succession in its corporate name 
during its existence and shall have power— 

“(1) to make contracts; 

(2) to sue and be sued; 

“(3) to adopt and use a common seal and alter the same at pleasure; 

“(4) to purchase, hold, and dispose of property necessary or incidental 
to its operations ; 

“(5) to make loans with maturities not exceeding five years to its mem- 
bers for provident or productive purposes upon such terms and conditions 
as this Act and its bylaws provide and as the credit committee or a loan 
officer may approve, at rates of interest not exceeding 1 per centum per 
month on unpaid balances, inclusive of all charges incident to making the 
loan: Provided, That no loans to a director or member of the supervisory 
or credit committee shall exceed the amount of his holdings in the Federal 
credit union as represented by shares thereof plus the total unencumbered 
and unpledged shareholdings in the Federal credit union of any member 
pledged as security for the obligation of such director or member of com- 
mittee. No director or member of the supervisory or credit committee shall 
endorse, for borrowers. A borrower may repay his loan, prior to maturity, 
in whole or in part on any business day. The taking, receiving, reserving, 
or charging of a rate of interest greater than is allowed by this paragraph, 
when knowingly done, shall be deemed a forfeiture of the entire interest 
which the note, bill, or other evidence of debt carries with it, or which has 
been agreed to be paid thereon. If such greater rate of interest has been 
paid, the persons by whom it has been paid, or his legal representatives, 
may recover back from the credit union taking or receiving the same, in an 
action in the nature of an action of debt, the entire amount of interest 
paid: Provided, That such action is commenced within two years from the 
time the usurious collection was made; 

(6) to receive from its members payments on shares; 

“(7) to invest its funds (a) in loans exclusively to members; (b) in 
obligations of the United States of America, or securities fully guaranteed 
as to principal and interest thereby; (c) in accordance with rules and 
regulations prescribed by the Director, in loans to other credit unions in 
the total amount not exceeding 25 per centum of its paid-in and unimpaired 
capital and surplus; (d) in shares or accounts of savings and loan asso- 
ciations, the accounts of which are insured by the Federal Savings and 
Loan Insurance Corporation; or (e) in shares of Federal central credit 
unions and in shares or accounts of other central credit unions, as defined 
in section 2, paragraph (u) of this Act. Payments to, and withdrawals 
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from, such central credit unions by a Federal credit union must be spe- 
cifically authorized by the board of directors of such Federal credit union; 

“(8) to make deposits in national banks and in State banks, trust com- 
panies, and mutual savings banks operating in accordance with the laws 
of the State in which the Federal credit union does business ; 

(9) to borrow, in accordance with such rules and regulations as may be 
prescribed by the Director, from any source, in an aggregate amount not 
exceeding 50 per centum of its paid-in and unimpaired capital and surplus: 
Provided, That any Federal credit union may discount with or sell to any 
Federal intermediate credit bank any eligible obligations up to the amount 
of its paid-in and unimpaired capital; 

(10) to levy late charges, in according with the bylaws, for failure to 
met promptly their obligations to the Federal credit union ; 

(11) to impress and enforce a lien upon the shares and dividends of 
any member, to the extent of any loan made to him and any dues or fines 
payable by him; 

“(12) to charge members and individuals eligible to become members a 
reasonable fee for cashing or selling checks, not to exceed the direct and 
indirect costs incident to providing such service ; 

(13) to exercise such incidental powers as shall be necessary or requisite 
to enable it to carry on effectively the business for which it is incorporated. 


“BYLAWS 


“Sec. 9. In order to simplify the organization of Federal credit unions the 
Director shall from time to time cause to be prepared a form of organization 
certificate and a form of bylaws, consistent with this Act, which shall be used 
by Federal credit union incorporators, and shall be supplied to them on request. 
At the time of presenting the organization certificate the incorporators shall 
also submit proposed bylaws to the Director for his approval. 


“MEMBERSHIP 


“Sec. 10. Federal credit union membership shall consist of the incorporators 
and such other persons and incorporated and unincorporated organizations, to 
the extent permitted by rules and regulations prescribed by the Director, as may 
be elected to membership and as such shall, each, subscribe to at least one share 
of its stock and pay the initial installment thereon and the entrance fee; except 
that other than as provided in section 2, paragraph (a) of this Act as to Federal 
credit unions, Federal credit union membership shall be limited to groups having 
a common bond of occupation or association, or to groups within a well-defined 
neighborhood, community, or rural district. A Federal credit union may, by 
authorization of its board of directors, become a subscriber to, or organizer or 
member of, a Federa! central credit union or a central.credit union as defined 


in secticn 2, paragraph (a) of this Act. Shares may be issued in joint tenancy 
with right of survivorship with any person designated by the credit union mem- 
ber, but no joint tenant shall be permitted to vote, obtain loans, or hold office, 
unless he is within the field of membership and is a qualified member. 


“MEMBERS’ MEETINGS 


“Sec. 11. The fiscal year of all Federal credit unions shall end December 31. 
The annual meeting of each Federal credit union shall be held at such time 
during the month of the following January and at such place as its bylaws shall 
prescribe. Special meetings may be held in the manner indicated in the bylaws. 
No member shall be entitled to vote by proxy but a member other than a natural 
person may vote through an agent designated for the purpose. Irrespective of 
the number of shares held by him, no member shall have more than one vote. 
Federal credit unions having membership in a central credit union may be re- 
presented at annual or special meetings of the central credit union by one mem- 
ber duly authorized by the board of directors of the member Federal credit 
union. To the extent permitted by the articles or certificate of incorporation or 
bylaws of the central credit union, such representative shall have one vote and 
shall be eligible for office in the central credit union the same as though he were 
a member as an individual of such central credit union. 
























FEDERAL CREDIT UNION ACT 


“MANAGEMENT 


“Spo. 12. The business affairs of a Federal credit union shall be managed 
by a board of not less than five directors, and a credit committee of not less than 
three members, all to be elected at the annual members’ meeting by and from 
the members which, in the case of Federal central credit unions, shall be deemed 
to include the duly authorized representatives of the member credit unions, and 
by a supervisory committee of three members, one of whom may be a director 
other than the treasurer, to be appointed by the president from the membership 
promptly following the annual meeting, subject to ratification by the board at 
its next meeting. If the board fails to ratify the appointment of any member 
of the supervisory committee, the term of such member shall thereupon cease, and 
the president shall immediately appoint a replacement, subject to ratification 
by the board at its next succeeding meeting. Any vacancy occurring in the 
supervisory committee shall be filled in the same manner as original appointments 
to said committee. All members of the board and of such committees shall hold 
office for such terms, respectively, as the bylaws may provide. A record of the 
names and addresses of the members of the board and such committees and 
officers shall be filed with the Bureau within ten days after their election or. 
appointment. No member of the board or of either such committee shall, as 
such, be compensated. 

“OFFICERS 


“Seo. 13. At their first meeting after the annual meeting of the members, 
the directors shall elect from their number a president, one or more vice presi- 
dents, a secretary, and a treasurer, who shall be the executive officers of the 
corporation. No executive officer, except the treasurer, shall be compensated as 
such. The offices of secretary and treasurer may be held by the same person. 
The duties of the officers shall be as determined by the bylaws, except that the 
treasurer shall be the general manager of the corporation. Before the treasurer 
shall enter upon his duties he shall give bonds with good and sufficient surety, in 
an amount and character to be determined by the board of directors in compli- 
ance with regulations prescribed from time to time by the Director, conditioned 
upon the faithful performance of his trust. 


“DIRECTORS 


“Sec. 14..The board of directors shall meet at least once a month and shall 
have the general direction and control of the affairs of the corporation. Minutes 
of all sueh meetings shall be kept. Among other things they shall act upon appli- 
cations for membership directly or shall appoint a membership chairman from 
the members, other than the treasurer or assistant treasurer, who shall be au- 
thorized to act upon such applications for membership as the board may pre- 
scribe and who shall submit to the board at each monthly meeting a list of appli- 
cations for membership received since the previous monthly meeting, together 
with such other information as may be required by the bylaws or the board; 
require any officer or employee having custody of or handling funds to give 
bond with good and sufficient surety in an amount and character to be deter- 
mined by the board of directors in compliance with regulations prescribed from 
time to time by the Director, and authorize the payment of the premium or pre- 
miums therefor from the funds of the Federal credit union; fill vacancies in 
the board and in the credit committee until successors elected at the next annual 
meeting have qualified; have charge of investments other than loans to mem- 
bers ; determine from time to time the maximum number of shares that may be 
held by an individual; subject to the limitations of this Act, determine the 
interest rates on loans and the maximum amount which may be loaned with or 
without security to any member; and, subject to such regulations as may be is- 
sued by the Director, authorize an interest refund to members of record at the 
close of business on December 31 in proportion to the interest paid by them dur- 
ing that year; and provide for compensation of necessary clerical and auditing 
assistance requested by the supervisory committee, and of loan officers appointed 
by the credit committee. 


“CREDIT COMMITTEE 


“Sec. 15. The credit committee shall hold such meetings as the business of 
the Federal credit union may require and not less frequently than once a month 
to consider applications for loans. Reasonable notice of such meetings shall be 
given to all members of the committee. No loan shall be made unless it is 
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approved by a majority of the committee and by all members of the committee 
who are present at the meeting at which the application is considered : Provided, 
however, That the credit committee may appoint one or more loan officers, who 
may be the treasurer or an assistant treasurer, and delegate to him or them 
powers to approve loans up to the unsecured limit, or in excess of such limit 
if such excess is fully secured by unpledged shares. Each loan officer shall 
furnish to the credit committee a record of each loan approved or not approved 
by him within seven days of the date of the filing of the application therefor. 
All loans not approved by a loan officer shall be acted upon by the the credit 
committee. No loan officer, including the treasurer or assistant treasurer, shall 
have authority to disburse funds of the Federal credit union for any loan which 
has been approved by him. Not more than one member of the credit committee 
may be appointed as a loan officer. Applications for loans shall be made on 
forms prepared by such committee, which shall set forth the purpose for which 
the loan is desired, the security, if any, and such other data as may be required. 
No loan shall be made to any member, except in the case of a loan by a Federal 
central credit union to a member credit union, which causes such member to 
become indebted to the Federal credit union in an aggregate amount, upon loans 
made to such member, which is in excess of $1,000 unless such excess over 
$1,000 is adequately secured, except that in no event may any such loan be made if 
such aggregate amount would be in excess of whichever of the following is 
greater : 
(1) $200, or 
“(2) 10 per centum of the credit union’s paid-in unimpaired capital and 
surplus. 
“For the purposes of this subdivision an assignment of shares or the endorse- 
ment of a note shall be deemed security. 


“SUPERVISORY COMMITTEE 


“Seo. 16. The supervisory committee shall make, or cause to be made, at least 
quarterly, an examination of the affairs of the Federal credit union, including 
an audit of its books; shall make, or cause to be made, a report of its quarterly 
examination to the board of directors; shall make, or cause to be made, an 
annual audit, a report of which shall be submitted to the members at the next 
annual meeting of the corporation; and may suspend by a unanimous vote any 
officer of the corporation or any member of the credit committee or of the board 
of directors, until the next members’ meeting, which members’ meeting shall 
be held within seven days of said suspension and at which meeting said sus- 
pension shall be acted upon by the members; and, by a majority vote, may call 
a special meeting of the shareholders to consider any violation of this Act, the 
charter, or of the bylaws, or any practice of the corporation deemed by the 
supervisory committee to be unsafe or unauthorized. Any and all members of 
the supervisory committee may be suspended by the president, subject to the 
approval of the board of directors, or by the board of directors, subject to the 
approval of the members. In the latter case, a members’ meeting to act upon 
such suspension shall be held within seven days thereof. The board of directors 
or the members, as the case may be, shall decide whether the suspended com- 
mittee member shall be removed from or restored to the supervisory committee. 
The supervisory committee shall cause the passbooks and accounts of the mem- 
bers to be verified with the records of the treasurer from time to time, and not 
less frequeently than once every two years. As used in this section, the term 
‘passbook’ shall include any book, statement of account, or other record ap- 
proved by the Director for use by Federal credit unions. 


“RESERVES 


“Sec. 17. All entrance fees and charges provided by the bylaws and 20 per 
centum of the net earnings of each year, before the declaration of any dividends, 
shall be set aside as a regular reserve against losses on bad loans and such 
other losses as may be specified in the bylaws in accordance with regulations 
prescribed under this Act: Provided, however, That when the regular reserve 
thus established shall equal 10 per centum of the total amount of members’ 
shareholdings, no further transfer of net earnings to such regular reserve shall 
be required except that such amounts not in excess of 20 per centum of the net 
earnings as may be needed to maintain this 10 per centum ratio shall continue 
to be transferrd. In addition to such regular reserve, special reserves to protect 
the interests of members shall be established when required (a) by regulation, or 
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(b) in any special case, when found by the Director to be necessary for that 
purpose. 
“DIVIDENDS 


“Sec. 18. Annually or semiannually, as the bylaws may provide and after 
provision for the required reserves, the board of directors may declare a divi- 
dend to be paid from the remaining net earnings. Such dividend shall be paid 
on all paid-up shares outstanding at the end of the period for which the dividend 
is declared. Shares which become fully paid up during such dividend period 
and are outstanding at the close of the period shall be entitled to a proportional 
part of such dividend. Dividend credit for a month may be accrued on shares 
which are or become fully paid up during the first five days of that month. 


“EXPULSION AND WITHDRAWAL 


“Sec. 19. A member may be expelled by a two-thirds vote of the members of 
a Federal credit union present at a special meeting called for the purpose, 
but only after an opportunity has been given to him to be heard and subject 
to review by the Director, if such review is requested by the member within 
thirty days. Withdrawal or expulsion of a member shall not operate to relieve 
him from liability to the Federal credit union. The amount to be paid a with- 
drawing or expelled member by a Federal credit union shall be determined and 
paid in the manner specified in the bylaws. 


“MINORS 


“Sec. 20. Shares may be issued in the name of a minor or in trust, subject 
to such conditions as may be prescribed by the bylaws. When shares are issued 
in trust, the name of the beneficiary shall be disclosed to the Federal credit 
union. 


“CERTAIN POWERS OF DIRECTOR 


“Sec. 21. (a) The Director may prescribe rules and regulations for the ad- 
ministration of this Act, including, but not by way of limitation, the merger, 
consolidation, and/or dissolution of corporations organized under this Act. 

“(b) (1) The Director may suspend or revoke the charter of any Federal 
eredit union, or place the same in involuntary liquidation and sppoint a 
liquidating agent therefor, upon his finding that the organization is bankrupt 
or insolvent, or has violated any provisions of its charter, its bylaws, this Act, 
or any regulations issued thereunder. 

(2) The Director, through such persons as he shall designate, may examine 
any Federal credit union in voluntary liquidation and, upon his finding that 
such voluntary liquidation is not being conducted in an orderly or efficient 
manner or in the best interests of its members, may terminate such voluntary 
liquidation and place such organization in involuntary liquidation and appoint 
a liquidating agent therefor. 

*(3) Such liquidating agent shall have power and authority, subject to the 
control and supervision of the Director and under such rules and regulations as 
the Director may prescribe, (i) to receive and take possession of the books, 
records, assets, and property of every description of the Federal credit union 
in liquidation, to sell, enforce collection of, and liquidate all such assets and 
property, to compound all bad or doubtful debts, and to sue in his own name 
or in the name of the Federal credit union in liquidation, and defend such 
actions as may be brought against him as liquidating agent or against the 
Federal credit union; (ii) to receive, examine, and pass upon all claims against 
the Federal credit union in liquidation, including claims of members on shares; 
(iii) to make distribution and payment to creditors and members as their in- 
terests may appear; and (iv) to execute such documents and papers and to do 
such other acts and things which he may deem necessary or desirable to dis- 
charge his duties hereunder. 

**(4) Subject to the control and supervision of the Director and under such 
rules and regulations as the Director may prescribe, the liquidating agent of 
a Federal credit union in involuntary liquidation shall (i) cause notice to be 
given to creditors and members to present their claims and make_legal proof 
thereof, which notice shall be published once a week in each of three successive 
weeks in a newspaper of general circulation in each county in which the Federal 
credit union in liquidation maintained an office or branch for the transaction 
of business on the date it ceased unrestricted operations: Provided, That when- 





12 FEDERAL CREDIT UNION ACT 


ever the aggregate book value of the assets and property of a Federal credit 
union in involuntary liquidation is less than $1,000, unless the Director shall 
find that its books and records do not contain a true and accurate record of its 
liabilities, he shall declare such Federal credit union in liquidation to be a 
‘no publication’ liquidation, and publication of notice to creditors and members 
shall not be required in such case; (ii) from time to time, make a ratable divi- 
dend on all such claims as may have been proved to his satisfaction or adjudi- 
eated in a court of competent jurisdiction and, after the assets of such 
organization have been liquidated, shall make further dividends on all claims 
previously proved or adjudicated; and the liquidating agent may accept in 
lieu of a formal proof of claim on behaif of any creditor or member the state- 
ment of any amount due to such creditor or member as shown on the books and 
recrds of the credit union: Provided further, That all claims not filed before 
payment of the final dividend shall be barred and claims rejected or disallowed 
by the liquidating agent shall be likewise barred unless suit be instituted thereon 
within three months after notice of rejection or disallowance; (iii) in a ‘no 
publication’ liquidation, determine from all sources available to him, and within 
the limits of available funds of the Federal credit union, the amounts due to 
creditors and members, and after sixty days shall have elapsed from the date 
of his appointment, shall distribute the funds of the Federal credit union to 
creditors and members ratably and as their interests may appear. 

“(5) Upon certification by the liquidating agent in the case of an involuntary 
liquidation and upon such proof as shall be satisfactory to the Director in the 
ease of a voluntary liquidation that distribution has been made and that liqui- 
dation has been completed, as provided herein, the Director shall cancel the 
charter of such Federal credit union: Provided, That the corporate existence 
of the Federal credit union shall continue for a period of three years from the 
date of such cancellation of its charter, during which period the liquidating 
agent, or his duly appointed successor, or such persons as the Director shall des- 
ignate, may act on behalf of the Federal credit union for the purpose of paying, 
satisfying, and discharging any existing liabilities or obligations, collecting and 
distributing its assets, and doing all other acts required to adjust and wind up 
its business and affairs, and it may sue and be sued in its corporate name. 

“(c) After the expiration of five years from the date of cancellation of the 
charter of a Federal credit union the Director may, in his discretion, destroy 
any or all.books and records of such Federal credit union in his possession or 
under his control. 

“(d) The Director is authorized and empowered to execute any and all func- 
tions and perform any and all duties vested in him hereby, through such per- 
sons as he shall designate or employ ; and he may delegate to any person or per- 
sons, including any institution operating under the general supervision of the 
Bureau, the performance and discharge of any authority, power, or function 
vested in him by this Act. 

““(e) All books and records of Federal credit unions shall be kept and reports 
shall be made in accordance with forms approved by the Director. 

“(f) The Director is authorized to make investigations and to conduct re- 
searches and studies of the problems of persons of small means in obtaining 
credit at reasonable rates of interest, and of the methods and benefits of co- 
operative saving and lending among such persons. He is further authorized to 
make reports of such investigations and to publish and disseminate the same. 

“(g) Any officer or employee of the Bureau is authorized, when designated 
for the purpose by the Director, to’ administer oaths and affirmations and to 
take affidavits and depositions touching upon any matter within the jurisdiction 
of the Bureau. 

“(h) The Director is authorized, empowered, and directed to require that every 
person apointed or elected by any Federal credit union to any position requir- 
ing the receipt, payment, or custody of money or other personal property owned 
by a Federal credit union or in its custedy or control as collateral or otherwise, to 
give bond in a corporate surety company holding a certificate of authority from 
the Seeretary of the Treasury under the Act of Congress approved July 30, 1947 
(6 U.S.C. 6-13), as an acceptable surety on Federal bonds. Any such bond 
or bonds shall be in a form approved by the Director with a view to providing 
surety coverage to the Federal credit union with reference to loss by reason of 
acts of fraud or dishonesty including forgery, theft, embezzlement, wrongful 
abstraction, or misapplication on the part of the person, directly or through 
connivance with others, and such other surety coverages as the Director may de- 
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termine to be reasonably appropriate or as elsewhere required by this Act. Any 
such bond or bonds shall be in such an amount in relation to the money or other 
personal property involved or in relation to the assets of the Federal credit union 
as the Director may from time to time prescribe by regulation for the purpose of 
requiring reasonable coverage. In lieu of individual bonds the Director may 
approve the use of a form of schedule or blanket bond which covers all of the 
officers and employees of a Federal credit union whose duties include the re- 
ceipt, payment, or custody of money or other personal property for or on be- 
half of the Federal credit union. The Director may also approve the use of a 
form of excess coverage bond whereby a Federal credit union may obtain an 
amount of coverage in excess of the basic surety coverage. 

“(i) In every case of an adjudication by the Director under this Act, deter- 
mination shall be made on the record after giving the opportunity for a hearing 
to all persons and credit unions who may be directly affected by any order that 
may be issued as a result of such adjudication. The words ‘adjudication’ ‘and 
‘order’ as used herein shall have the meanings specified in the Administrative 
Procedure Act. 


“FISCAL AGENTS AND DEPOSITORIES 


“Sec. 22, Hach Federal credit union organized under this Act, when requested 
by the Secretary of the Treasury, shall act as fiscal agent of the United States 
and shall perform such services as the Secretary of the Treasury may require 
in connection with the collection of taxes and other obligations due the United 
States and the lending, borrowing, and repayment of money by the United States, 
including the issue, sale, redemption, or repurchase of bonds, notes, Treasury 
certificates of indebtedness, or other obligations of the United States; and to 
facilitate such purposes the Director shall furnish to the Secretary of the Treas- 
ury from time to time the names and addresses of all Federal credit unions 
with such other available information concerning them as may be requested by 
the Secretary of the Treasury. Any Federal credit union organized under this 
Act, when designated for that purpose by the Secretary of the Treasury, shall 
be a depository of public money, except receipts from customs, under such reg- 
ulations as may be prescribed by the Secretary of the Treasury. 


“TAXATION 


“Sec. 23. The Federal credit unions organized hereunder, their property, their 
franchises, capital, reserves, surpluses, and other funds, and their income shall 
be exempt from all taxation now or hereafter imposed by the United States or 
by any State, Territorial, or local taxing authority; except that any real prop- 
erty and any tangible personal property of such Federal credit unions shall be 
subject to Federal, State, Territorial, and local taxation to the same extent 
as other similar property is taxed. Nothing herein contained shall prevent 
holdings in any Federal credit union organized hereunder from being included 
in. the valuation of the personal property of the owners or holders thereof in 
assessing taxes imposed by authority of the State or political subdivision thereof 
in which the Federal credit union is located: Provided, however, That the duty 
or burden of collecting or enforcing the payment of such tax shall not be im- 
posed upon any such Federal credit union and the tax shall not exceed the 
rate of taxes imposed upon holdings in domestic credit unions. 


“PARTIAL INVALIDITY ; RIGHT TO AMEND 


“Sec. 24. (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of the Act, and the 
application of such provisions to other persons or circumstances, shall not be 
affected thereby. 

“(b) The right to alter, amend, or repeal this Act or any part thereof, or any 
charter issued pursuant to the provisions of this Act, is expressly reserved. 


“SPACE IN FEDERAL BUILDINGS 


“Sec. 25. Upon application by any credit union organized under State law 
or by any Federal credit union organized in accordance with the terms of this 
Act, at least 95 per centum of the membership of which is composed of persons 
who either are presently Federal employees or are retired Federal employees 
and members of their families, which application shall be addressed to the 
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officer or agency of the United States charged with the allotment of space in 
the Federal buildings in the community or district in which said credit union 
or Federal credit union does business, such officer or agency may in his or its 
discretion allot space to such credit union if space is available without charge 
for rent or services. 


“CONVERSION FROM FEDERAL TO STATE CREDIT UNION AND FROM STATE TO FEDERAL 
CREDIT UNION 


“Seo. 26. (a) Conversion From Feprran To State Crepir Uniron.—A Federal 
credit union may be converted into a ‘State credit union’ under the laws of any 
State, the District of Columbia, the several Territories and the several pos- 
sessions of the United States, the Panama Canal Zone, or the Commonwealth of 
Puerto Rico, by complying with the following requirements : 

“(1) The proposition for such conversion shall first be approved by a majority 
of the directors of the Federal credit union. The proposition then shall be sub- 
mitted to a meeting of its members, the notice of which shall be in writing and 
shall be delivered in person to each member, or shall be mailed to each mem- 
ber at the address for such member appearing on the records of the credit union, 
not more than thirty nor less than seven days prior to the time of the meet- 
ing. Approval of the proposition for conversion shall be by the affirmative 
vote of not less than two-thirds of the members present and voting at the 
meeting. 

“(2) A copy of the minutes of such meeting, verified by the affidavits of the 
president or vice president and the secretary of the meeting, shall be filed with 
the Bureau within ten days after the meeting. 

“(3) Promptly after the adjournment of such meeting of the members, and 
in no event later than ninety days after such meeting, the credit union shall 
take such action as may be necessary under the applicable State law to make 
it a State credit union, and within ten days after receipt of the State credit 
union charter there shall be filed with the Bureau a copy of the charter thus 
issued. Upon such filing the credit union shall cease to be a Federal credit 
union. 

“(4) Upon ceasing to be a Federal credit union, such credit union shall no 
longer be subject to any of the provisions of this Act. The successor State 
credit union shall be vested with all of the assets and shall continue respon- 
sible for all of the obligations of the Federal credit union to the same extent 
as though the conversion had not taken place. 

“(b) Conversion From State To Feperat Crepir Unron.—A ‘State credit 
union’, organized under the laws of any State, the District of Columbia, the 
several Territories and the several possessions of the United States, the Panama 
Canal Zone, or the Commonwealth of Puerto Rico, may be converted into a 
Federal credit union by: (1) Complying with all State requirements requisite 
to enabling it to convert to a Federal credit union or to cease being a State 
credit union; (2) filing with the Bureau proof of such compliance, satisfactory 
to the Director; and (3) filing with the Bureau an organization certificate as 
required by this Act. 

“When the Director has been satisfied that all of such requirements have 
been complied with, the Director shall approve the organization certificate. 
Upon such approval, the State credit union shall become a Federal credit union 
as of the date it ceases to be a State credit union. The Federal credit union 
shall be vested with all of the assets and shall continue responsible for all the 
obligations of the State credit union to the same extent as though the conversion 
had not taken place. 


“ROBBERY AND INCIDENTAL CRIMES AGAINST FEDERAL CREDIT UNIONS 


“Sec. 27. Section 2113 of title 18 of the United States Code is hereby made 
applicable to robbery and other crimes against Federal credit unions by amend- 
ing subsection (g) of said section by inserting before the period at the end 
thereof ‘, and any “Federal credit union” as defined in section 2 of the Fed- 
eral Credit Union Act’. 


“TERRITORIAL APPLICABILITY OF ACT 


“Sec. 28. The provisions of this Act shall apply to the several States, the Dis- 
trict of Columbia, the several Territories and the several possessions of the 
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United States, the Panama Canal Zone, and the Commonwealth of Puerto 
Rico.” 

(H.R. 8305, 86th Cong., 1st sess.] 
AN ACT To amend the Federal Credit Union Act 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Federal Credit Union Act 
(48 Stat. 1216; 12 U.S.C., secs. 1751-1772) is amended to read as follows: 
“SHORT TITLE 
“Section 1. This Act may be cited as the ‘Federal Credit Union Act’. 


“DEFINITIONS 






“Sec. 2. As used in this Act— 
“(1) the term ‘Federal credit union’ means a cooperative association or- 
ganized in accordance with the provisions of this Act for the purpose of 
promoting thrift among its members and creating a source of credit for 
provident or productive purposes ; 
“(2) the term ‘Bureau’ means the Bureau of Federal Credit Unions; and 
“(3) the term ‘Director’ means the Director of the Bureau of Federal 
Credit Unions. 
“CREATION OF BUREAU 


“Seo. 8. There shall be in the Department of Health, Education, and Welfare 
a Bureau of Federal Credit Unions, which shall be under the supervision of a 
Director appointed by the Secretary of Health, Education, and Welfare. The 
Bureau of Federal Credit Unions and the Director shall be under the general 
direction and supervision of the Secretary. 





“FEDERAL CREDIT UNION ORGANIZATION 























“Seo. 4. Any seven or more natural persons who desire to form a Federal 
credit union shall subscribe before some officer competent to administer oaths 
an organization certificate in duplicate which shall specifically state— 
“(1) the name of the association ; 
“(2) the location of the proposed Federal credit union and the territory 
in which it will operate; 
“(3) the names and addresses of the subscribers to the certificate and the 
number of shares subscribed by each ; 
“(4) the par value of the shares, which shall be $5 each ; 
(5) the proposed field of membership, specified in detail ; 
“(6) the term of the existence of the corporation, which may be per- 
petual; and 
“(7) the fact that the certificate is made to enable such persons to avail 
themselves of the advantages of this Act. 
Such organization certificate may also contain any provisions approved by the 
Director for the management of the business of the association and for the con- 
duct of its affairs and relative to the powers of its directors, officers, or stock- 
holders. 
“APPROVAL OF ORGANIZATION CERTIFICATE 















“Seo. 5. The organization certificate shall be presented to the Director for 
approval. Before any organization certificate is approved, an appropriate in- 
vestigation shall be made for the purpose of determining (1) whether the or- 
ganization certificate conforms to the provisions of this Act; (2) the general 
character and fitness of the subscribers thereto; and (3) the economic advis- 
ability of establishing the proposed Federal credit union. Upon approval of 
such organization certificate by the Director it shall be the charter of the cor- 
poration, and one of the originals thereof shall be delivered to the corporation 
after the payment of the fee required therefor. Upon such approval the Federal 
credit union shall be a body corporate and as such, subject to the limitations 
herein contained, shall be vested with all of the powers and charged with all of 
the liabilities conferred and imposed by this Act upon corporations organized 
hereunder. 
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“FEES 


“Seo. 6. For the purpose of paying the costs incident to the ascertainment of 
whether an organization certificate should be approved, the subscribers to any 
such certificate shall pay, at the time of filing their organization certificate, the 
amount prescribed by the Director, which shali not exceed $20 in any case; and 
on the approval of any organization certificate they shall also pay a fee of $5. 
Not later than January 31 of each calendar year, each Federal credit. union 
shall pay to the Bureau, for the preceding calendar year, a supervision fee in 
accordance with a graduated scale prescribed by regulation on the basis of 
assets as of December 31 of such preceding year, but such fee shall in no event 
be less than $10 nor more than the applicable amount specified in the following 
table: 

. “Total assets Maximum fee 
$500,000 or less 80 cents per $1,000. 
Over $500,000 and not over $1,000,000 $150, plus 25 cents per $1,000 
: in excess of $500,000. 

Over $1,000,000 and not over $2,000,000. $275, plus 20 cents per $1,000 
in excess of $1,000,000. 

Over $2,000,000 and not over $5,000,000. $475, plus 15 cents per $1,000 
in excess of $2,000,000. 

Over $5,000,000 $925, plus 10 cents per $1,000 
in excess of $5,000,000. 


All such fees shall be deposited with the Treasurer of the United States for the 
account of the Bureau and may be expended by the Director for such adminis- 
trative, supervisory, and other expenses incurred in carrying out the provisions 
of this Act as he may determine to be proper, the purpose of such fees being to 
defray such expenses as far as practicable. No annual supervision fee shall be 
payable by a Federal credit union with respect to the year in which its charter 
is issued, or in which final distribution is made in its liquidation or the charter 
is otherwise canceled. 
“REPORTS AND EXAMINATIONS 


“Seo. 7. Federal credit unions shall be under the supervision of the Director, 
and shall make financial reports to him as and when he may require, but at 
least annually. Each Federal credit union shall be subject to examination 
by, and for this purpose shall make its books and records accessible to, any 
person designated by the Director. The Director shall fix a scale of examina- 
tion fees to be paid by Federal credit unions, giving due consideration to the 
time and expense incident to such examinations, and to the ability of Federal 
credit unions to pay such fees, which fees shall be assessed against and paid 
by each Federal credit union promptly after the completion of such examina- 
tion. Examination fees collected under the provisions of this section shall be 
deposited to the credit of the special fund created by section 6, and shall be 
available for the purposes specified in such section. 


“POWERS 


“Sec. 8. A Federal credit union shall have succesion in its corporate name dur- 
ing its existence and shall have power— 

“(1) to make contracts; 

“(2) to sue and be sued; 

“(3) to adopt and use a common seal and alter the same at pleasure; 

“(4) to purchase, hold, and dispose of property necessary or incidental 
to its operations ; ; 

“(5) to make loans with maturities not exceeding five years to its 
members for provident or productive purposes upon such terms and con- 
ditions as this Act and its bylaws provide and as the credit committee 
or a loan officer may approve, at rates of interest not exceeding 1 per 
centum per month on unpaid balances, inclusive of all charges incident to 
making .the loan; except that no loans to a director or member of the 
supervisory or credit committee shall exceed the amount of his holdings 
in the Federal credit union as represented by shares thereof plus the total 
unencumbered and unpledged shareholdings in the Federal credit union 
of any member pledged as security for the obligation of such director or 
committee member. No director or member of the supervisory or credit 
committee shall endorse for borrowers. A borrower may repay his loan, 
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prior to maturity, in whole or in part on any business day. The taking, 
receiving, reserving, or charging of a rate of interest greater than is 
allowed by this paragraph, when knowingly done, shall be deemed a for- 
feiture of the entire interest which the note, bill, or other evidence of 
debt carries with it, or which has been agreed to be paid thereon. If 
such greater rate of interest has been paid, the person by whom it has 
been paid, or his legal representatives, may recover back from the credit 
union taking or receiving the same, in an action in the nature of an action 
of debt, the entire amount of interest paid; but such action must be com- 
menced within two years from the time the usurious collection was made. 
Loans shall be paid or amortized in accordance with rules and regulations 
prescribed by the Director after taking into account the needs or condi- 
tions of the borrowers, the amounts and duration of the loans, the interests 
of the members and the credit unions, and such other factors as the Director 
deems relevant, but such rules and regulations shall not require payments 
more frequently than annually ; 

“(6) to receive from its members payments on shares; 

“(7) to invest its funds (A) in loans exclusively to members; (B) in 
obligations of the United States of America, or securities fully guaranteed 
as to principal and interest thereby; (C) in accordance with rules and 
regulations prescribed by the Director, in loans to other credit unions in 
the total amount not exceeding 25 per centum of its paid-in and unimpaired 
eapital and surplus; or (D) in shares or accounts of savings and loan 
associations, the accounts of which are insured by the Federal Savings 
and Loan Insurance Corporation ; 

“(8) to make deposits in national banks and in State banks, trust com- 
panies, and mutual savings banks operating in accordance with the laws 
of the State in which the Federal credit union does business ; 

“(9) to borrow, in accordance with such rules and regulations as may 
be prescribed by the Director, from any source, in an aggregate amount 
not exceeding 50 per centum of its paid-in and unimpaired capital and 
surplus: Provided, That any Federal credit union may discount with or 
sell to any Federal intermediate credit bank any eligible obligations up to 
the amount of its paid-in and unimpaired capital ; 

“(10) to levy late charges,.in accordance with the bylaws, for failure of 
members to meet promptly their obligations to the Federal credit union; 

“(11) to impress and enforce a lien upon the shares and dividends of any 
member, to the extent of any loan made to him and any dues or charges 
payable by him; 

(12) in accordance with rules and regulations prescribed by the Direc- 
tor, to sell to members negotiable checks (including travelers checks) and 
money orders, and to cash checks and money orders for members, for a 
fee which does not exceed the direct and indirect costs incident to providing 
such service; and 

“(13) to exercise such incidental powers as shall be necessary or requisite 
to enable it to carry on effectively the business for which it is incorporated. 


“BYLAWS 


“Sec. 9. In order to simplify the organization of Federal credit unions the 
Director shall from time to time cause to be prepared a form of organization 
certificate and a form of bylaws, consistent with this Act, which shall be used 
by Federal credit union incorporators, and shall be supplied to them on request. 
At the time of presenting the organization certficate the incorporators shall also 
submit proposed bylaws to the Director for his approval. 


“MEMBERSHIP 


“Seo. 10. Federal credit union membership shall consist of the incorporators 
and such other persons and incorporated and unincorporated organizations, to 
the extent permitted by rules and regulations prescribed by the Director, as may 
be elected to membership and as such shall each, subscribe to at least one share 
of its stock and pay the initial installment thereon and the entrance fee; except 
that Federal credit union membership shall be limited to groups having a com- 
mon bond of occupation or association, or to groups within a well-defined neigh- 
borhood, community, or rural district. Shares may be issued in joint tenancy 
with right of survivorship with any persons designated by the credit union 
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member, but no joint tenant shall be permitted to vote, obtain loans, or hold 
office, unless he is within the field of membership and is a qualified member. 


“MEMBERS’ MEETINGS 


“Sec. 11. The fiscal year of all Federal credit unions shall end December 31. 
The annual meeting of each Federal credit union shall be held at such time 
during the month of the following January and at such place as its bylaws shall 
prescribe. Special meetings may be held in the manner indicated in the bylaws. 
No member shall be entitled to vote by proxy, but a member other than a 
natural person may vote through an agent designated for the purpose. Irre- 
spective of the number of shares held by him, no member shall have more than 
one vote. . 

“MANAGEMENT 


“Sec. 12. The business affairs of a Federal credit union shall be managed 
by a board of not less than five directors and a credit committee of not less than 
three members all to be elected at the annual members’ meeting by-and from 
the members and by a supervisory committee of three members one of whom 
may be a director other than the treasurer to be appointed by the board. 
Any vacaney occurring in the supervisory committee shall be filled in the 
same manner as original appointments to such committee. All members of 
the board and of such committees shall hold office for such terms respectively 
as the bylaws may provide. A record of the names and addresses of the members 
of the board and such committees and of the officers of the credit union shall 
be filed with the Bureau within ten days after their election or appointment. 
No member of the board or of either such committee shall as such be compensated. 


“OFFICERS 


“Seo. 13. At their first meeting after the annual meeting of the members the 
directors shall elect from their number a president, one or more vice presidents, 
a secretary, and a treasurer, who shall be the executive officers of the corporation. 
No executive officer, except the treasurer, shall be compensated as such. The 
offices of secretary and treasurer may be held by the same person. The duties of 
the officers shall be as determined by the bylaws, except that the treasurer shall 
be the general manager of the corporation. Before the treasurer shall enter 
upon his duties he shall give bond with good and sufficient surety, in an 
amount and character to be determined by the board of directors in compli- 
ance with regulations prescribed from time to time by the Director, conditioned 
upon the faithful performance of his trust. 


“DIRECTORS 


“Sec. 14. The board of directors shall meet at least once a month and shall have 
the general direction and control of the affairs of the corporation. Minutes of all 
such meetings shall be kept. Among other things they shall act upon applica- 
tions for membership; require any officer or employee having custody of or 
handling funds to give bond with good and sufficient surety in an amount and 
character te be determined by the board of directors in compliance with regula- 
tions prescribed from time to time by the Director, and authorize the payment 
of the premium or premiums therefor from the funds of the Federal credit 
union; fill vacancies in the board and in the credit committee until successors 
elected at the next annual meeting have qualified; have charge of investments 
other than loans to members; determine from time to time the maximum number 
of shares that may be held by an individual; subject to the limitations of this 
Act, determine the interest rates on loans and the maximum amount which may 
be loaned with or without security to any member; subject to such regulations 
as may be issued by the Director, authorize an interest refund to members of 
record at the close of business on December 31 in proportion to the interest paid 
by them during that year ; and provide for compensation of necessary clerical and 
auditing assistance requested by the supervisory committee, and of loan officers 
appointed by the credit committee. The board may appoint an executive commit- 
tee of not less than three directors to act for it in the purchase and sale of secu- 
rities or the making of loans to other credit unions, or both. Such executive com- 
mittee or a membership officer appointed by the board from among the members 
of the credit union, other than the treasurer, an assistant treasurer, or a loan 
officer, may be authorized by the board to approve applications for membership 
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under such conditions as the board may prescribe; except that such committee 
or membership officer so authorized shall submit to the board at each monthly 
meeting a list of approved or pending applications for membership received since 
the previous monthly meeting, together with such other related information as the 
bylaws or the board may require. 


“CREDIT COMMITTEE 


“Sec. 15. The credit committee shall hold such meetings as the business of the 
Federal credit union may require and not less frequently than once a month to 
consider applications for loans. Reasonable notice of such meetings shall be 
given to all members of the committee. No loan shall be made unless it is 
approved by a majority of the entire committee and by all members of the com- 
mittee who are present at the meeting at which the application is considered ; 
except that the credit committee may appoint one or more loan officers, and 
delegate to him or them the power to approve loans up to the unsecured limit, 
or in excess of such limit if such excess is fully secured by unpledged shares. 
Each loan officer shall furnish to the credit committee a record of each loan ap- 
proved or not approved by him within seven days of the date of the filing of the 
application therefor. All loans not approved by a loan officer shall be acted upon 
by the credit committee. No individual shall have authority to disburse funds of 
the Federal credit union for any loan which has been approved by him in his 
eapacity as a loan officer. Not more than one member of the credit committee 
may be appointed as a loan officer. Applications for loans shall be made on forms 
prepared by such committee, which shall set forth the purpose for which the 
loan is desired, the security, if any, and such other data as may be required. 
No loan shall be made to any member which causes such member to become in- 
debted to the Federal credit union in an aggregate amount, upon loans made to 
such member, which is in excess of $200 or 10 per centum of the credit union’s 
paid-in unimpaired capital and surplus, whichever is greater, or in excess of 
$1,000 unless such excess over $1,000 is adequately secured. For the purposes 
of this section an assignment of shares or the endorsement of a note shall be 
deemed security. 

“SUPERVISORY COMMITTEE 


“Sec. 16, The supervisory committee shall make or cause to be made, at least 
quarterly, an examination of the affairs of the Federal credit union, including 
an audit of its books; shall make or cause to be made a report of its quarterly 
examination to the board of directors; shall make or cause to be made an an- 
nual audit, a report of which shall be submitted to the members at the next an- 
nual meeting of the corporation; may suspend by a unanimous vote any officer 
of the corporation or any member of the credit committee or of the board of 
directors, until the next members’ meeting, which members’ meeting shall be 
held not less than seven nor more than fourteen days after such suspension and 
at which meeting such suspension shall be acted upon by the members; and may 
call by a majority vote a special meeting of the shareholders to consider any 
violation of this Act, the charter, or the bylaws, or any practice of the corpo- 
ration deemed by the supervisory committee to be unsafe or unauthorized. Any 
member of the supervisory committee may be suspended by the board of direc- 
tors. The members shall decide, at a meeting held not less than seven nor more 
than fourteen days after any such suspension, whether the suspended committee 
member shall be removed from or restored to the supervisory committee. The 
supervisory committee shall cause the passbooks and accounts of the members 
to be verified with the records of the treasurer from time to time, and not less 
frequently than once every two years. As used in this section, the term ‘pass- 
book’ shall inelude any book, statement of account, or other record approved by 
the Director for use by Federal credit unions. 


“RESERVES 


“Sec. 17. All entrance fees and charges provided by the bylaws and 20 per 
centum of the net earnings of each dividend period, before the declaration of any 
dividends, shall be set aside as a regular reserve against losses on bad loans 
and such other losses as may be specified in the bylaws in accordance with regu- 
lations prescribed under this Act: Provided, however, That when the regular re- 
Serve thus established shall equal 10 per centum of the total amount of mem- 
bers’ shareholdings, no further transfer of net earnings to such regular reserve 
shall be required except that such amounts not in excess of 20 per centum of the 
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net earnings as may be needed to maintain this 10 per centum ratio shall continue 
to be transferred. In addition to such regular reserve, special reserves to protect 
the interests of members shall be established when required (1) by regulation, 
or (2) in any special case, when found by the Director to be necessary for that 
purpose. 

“DIVIDENDS 





“Sec. 18. Annually or semiannually, as the bylaws may provide, and after pro- 
vision for the required reserves, the board of directors may declare a dividend to 
be paid from the remaining net earnings. Such dividend shall be paid on all 
paid-up shares outstanding at the end of the period for which the dividend is 
declared. Shares which become fully paid up during such dividend period and 
are outstanding at the close of the period shall be entitled to a proportionate 
part of such dividend. Dividend credit for a month may be accrued on shares 
which are or become fully paid up during the first five days of that month. 


“EXPULSION AND WITHDRAWAL 
















































“Sec. 19. A member may be expelled by a two-thirds vote of the members of a 
Federal credit union present at a special meeting called for the purpose, but 
only after an opportunity has been given him to be heard. Withdrawal or ex- 
pulsion of a member shall not operate to relieve him from liability to the Fed- 
eral credit union. The amount to be paid a withdrawing or expelled member by 
a Federal credit union shall be determined and paid in the manner specified in 
the bylaws. 


“MINORS 


“Sec. 20. Shares may be issued in the name of a minor or in trust, subject to 
such conditions as may be prescribed by the bylaws. When shares are issued 
in trust, the name of the beneficiary shall be disclosed to the Federal credit 
union. 


“CERTAIN POWERS OF DIRECTORS 





“Sec. 21. (a) The Director may prescribe rules and regulations for the admin- 
istration of this Act (including, but not by way of limitation, the merger, con- 
solidation, and dissolution of corporations organized under this Act). 

“(b)(1) The Director may suspend or revoke the charter of any Federal 
credit union, or place the same in involuntary liquidation and appoint a liqui- 
dating agent therefor, upon his finding that the organization is bankrupt or in- 
solvent, or has violated any of the provisions of its charter, its bylaws, this Act, 
or any regulations issued thereunder. 

“(2) The Director, through such persons as he shall designate, may examine 
any Federal credit union in voluntary liquidation and, upon his finding that such 
voluntary liquidation is not being conducted in an orderly or efficient manner or 
in the best interests of its members, may terminate such voluntary liquidation 
and place such organization in inyoluntary liquidation and appoint a liquidating 
agent therefor. 

“(3) Such liquidating agent shall have power and authority, subject to the 
control and supervision of the Director and under such rules and regulations as 
the Director may prescribe, (A) to receive and take possession of the books, 
records, assets, and property of every description of the Federal credit union 
in liquidation, to sell, enforce collection of, and liquidate all such assets and 
property, to compound all bad or doubtful debts, and to sue in his own name 
or in the name of the Federal credit union in liquidation, and defend such actions 
as may be brought against him as liquidating agent or against the Federal credit 
union; (B) to receive, examine, and pass upon all claims against the Federal 
eredit union in liquidation, including claims of members on shares; (C) to 
make distribution and payment to creditors and members as their interests may 
appear; and (D) to execute such documents and papers and to do such other 
acts and things which he may deem necessary or desirable to discharge his du- 
ties hereunder. 

“(4) Subject to the control and supervision of the Director and under such 
rules and regulations as the Director may prescribe, the liquidating agent of a 
Federal credit union in involuntary liquidation shall (A) cause notice to be 
given to creditors and members to present their claims and make legal proof 
thereof, which notice shall be published once a week in each of three successive 
weeks in a newspaper of general circulation in each county in which the Federal 
credit union in liquidation maintained an office or branch for the transaction 
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of business on the date it ceased unrestricted operations; except that whenever 
the aggregate book value of the assets and property of a Federal credit union 
in involuntary liquidation is less than $1,000, unless the Director shall find that 
its books and records do not contain a true and accurate record of its liabilities, 
he shall declare such Federal credit union in liquidation to be a ‘no publica- 
tion’ liquidation, and publication of notice to creditors and members shall not 
be required in such case; (B) from time to time make a ratable dividend on all 
such claims as may have been proved to his satisfaction or adjudicated in a 
court of competent jurisdiction and, after the assets of such organization have 
been liquidated, make further dividends on all claims previously proved or 
adjudicated, and he may accept in lieu of a formal proof of claim on behalf of 
any creditor or member the statement of any amount due to such creditor or 
member as shown on the books and records of the credit union; but all claims 
not filed before payment of the final dividend shall be barred and claims rejected 
or disallowed by the liquidating agent shall be likewise barred unless suit be 
instituted thereon within three months after notice of rejection or disallowance; 
and (C) in a ‘no publication’ liquidation, determine from all sources available to 
him, and within the limits of available funds of the Federal credit union, the 
amounts due to creditors and members, and after sixty days shall have elapsed 
from the date of his appointment distribute the funds of the Federal credit union 
to creditors and members ratably and as their interests may appear. 

“(5) Upon certification by the liquidating agent in the case of an involuntary 
liquidation, and upon such proof as shall be satisfactory to the Director in the 
ease of a voluntary liquidation, that distribution has been made and that liqui- 
dation has been completed, as provided herein, the Director shall cancel the 
charter of such Federal credit union; but the corporate existence of the Federal 
credit union shall continue for a period of three years from the date of such 
cancellation of its charter, during which period the liquidating agent, or his duly 
appointed successor, or such persons as the Director shall designate, may act 
on behalf of the Federal credit union for the purpose of paying, satisfying, and 
discharging any existing liabilities or obligations, collecting and distributing its 
assets, and doing all other acts required to adjust and wind up its business and 
affairs, and it may sue and be sued in its corporate name. 

“(c) After the expiration of five years from the date of cancellation of the 
charter of a Federal credit union the Director may, in his discretion, destroy 
any or all books and records of such Federal credit union in his possession or 
under his control. 

“(d) The Director is authorized and empowered to execute any and all func- 
tions and perform any and all duties vested in him hereby, through such per- 
sons as he shall designate or employ; and he may delegate to any person or 
persons, including any institution operating under the general supervision of 
the Bureau, the performancce and discharge of any authority, power, or function 
vested in him by this Act. 

“(e) All books and records of Federal credit unions shall be kept and re- 
ports shall be made in accordance with forms approved by the Director. 

“(f) The Director is authorized to make investigations and to conduct re 
searches and studies of the problem of persons of small means in obtaining credit 
at reasonable rates of interest, and of the methods and benefits of cooperative 
saving and lending among such persons. He is further authorized to make re- 
ports of such investigations and to publish and disseminate the same. 

“(g) Any officer or employee of the Bureau is authorized, when designated 
for the purpose by the Director, to administer oaths and affirmations and to 
take affidavits and depositions touching upon any matter within the jurisdiction 
of the Bureau. 

“(h) The Director is authorized, empowered, and directed to require that 
every person appointed or elected by any Federal credit union to any position 
requiring the receipt, payment, or custody of money or other personal property 
owned by a Federal credit union, or in its custody or control as collateral or 
otherwise, give bond in a corporate surety company holding a certificate of 
authority from the Secretary of the Treasury under the Act approved July 30, 
1947 (6 U.S.C., sec. 6-13), as an acceptable surety on Federal bonds. Any such 
bond or bonds shall be in a form approved by the Director with a view to pro- 
viding surety coverage to the Federal credit union with reference to loss by 
reason of acts of fraud or dishonesty including forgery, theft, embezzlement, 
wrongful abstraction, or misapplication on the part of the person, directly or 
through connivance with others, and such other surety coverages as the Director 
may determine to be reasonably appropriate or as elsewhere required by this 
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Act. Any such bond or bonds shall be in such an amount in relation to the 
money or other personal property involved or in relation to the assets of the 
Federal credit union as the Director may from time to time prescribe by regula- 
tion for the purpose of requiring reasonable coverage. In lieu of individual 
bonds the Director may approve the use of a form of schedule or blanket bond 
which covers all of the officers and employees of a Federal credit union whose 
duties include the receipt, payment, or custody of money or other personal 
property for or on behalf of the Federal credit union. The Director may also 
approve the use of a form of excess coverage bond whereby a Federal credit 
union may obtain an amount of coverage in excess of the basic surety coverage. 


“FISCAL AGENTS AND DEPOSITORIES 


“Seo. 22. Each Federal credit union organized under this Act, when requested 
by the Secretary of the Treasury, shall act as fiscal agent of the United States 
and shall perform such services as the Secretary of the Treasury may require 
in connection with the collection of taxes and other obligations due the United 
States and the lending, borrowing, and repayment of money by the United States, 
including the issue, sale, redemption, or repurchase of bonds, notes, Treasury 
certificates of indebtedness, or other obligations of the United States; and to 
facilitate such purposes the Director shall furnish to the Secretary of the 
Treasury from time to time the names and addresses of all Federal credit unions 
with such other available information concerning them as may be requested by 
the Secretary of the Treasury. Any Federal credit union organized under this 
Act, when designated for that purpose by the Secretary of the Treasury, shall 
be a depository of public money, except receipts from customs, under such 
regulations as may be prescribed by the Secretary of the Treasury. 


“TAXATION 


“Sec. 23. The Federal credit unions organized hereunder, their property, their 
franchises, capital, reserves, surpluses, and other funds, and their income shall 
be exempt from all taxation now or hereafter imposed by the United States 
or by any State, Territorial, or local taxing authority; except that any real 
property and any tangible personal property of such Federal credit unions shall 
be subject to Federal, State, Territorial, and local taxation to the same extent 
as other similar property is taxed. Nothing herein contained shall prevent 
holdings in any Federal credit union organized hereunder from being included 
in the valuation of the personal property of the owners or holders thereof in 
assessing taxes imposed by authority of the State or political subdivision thereof 
in which the Federal credit union is located; but the duty or burden of collecting 
or enforcing the payment of such a tax shall not be imposed upon any such 
Federal credit union and the tax shall not exceed the rate of taxes imposed upon 
holdings in domestic credit unions. 


“PARTIAL INVALIDITY ; RIGHT TO AMEND 


“Src. 24. (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of the Act, and the ap- 
plication of such provision to other persons or circumstances, shall not be affected 
thereby. 

“(b) The right to alter, amend, or repeal this Act or any part thereof, or 
any charter issued pursuant to the provisions of this Act, is expressly reserved. 


“SPACE IN FEDERAL BUILDINGS 


“Sec. 25. Upon application by any credit union organized under State law or 
by any Federal credit union organized in accordance with the terms of this 
Act, at least 95 per centum of the membership of which is composed of persons 
who either are presently Federal employees or were Federal employees at the 
time of admission into the credit union, and members of their families, which 
application shall be addressed to the officer or agency of the United States 
charged with the allotment of space in the Federal buildings in the community 
or district in which such credit union does business, such officer or agency 
may in his or its discretion allot space to such credit union if space is available 
without charge for rent or services. 
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“CONVERSION FROM FEDERAL TO STATE CREDIT UNION AND FROM STATE TO FEDERAL 
CREDIT UNION 


“Seo. 26. (a) A Federal credit union may be converted into a State credit 
union under the laws of any State, the District of Columbia, the several Terri-_ 
tories and possessions of the United States, the Panama Canal Zone, or the Com- 
monwealth of Puerto Rico, by complying with the following requirements: 

“(1) The proposition for such conversion shall first be approved, and a date 
set for a vote thereon by the members (either at a meeting to be held on such 
date or by written ballot to be filed on or before such date), by a majority of 
the directors of the Federal credit union. Written notice of the proposition and 
of the date set for the vote shall then be delivered in person to each member, 
or mailed to each member at the address for such member appearing on the 
records of the credit union, not more than thirty nor less than seven days prior 
to such date. Approval of the proposition for conversion shall be by the affirma- 
tive vote of a majority of the members, in person or in writing. 

“(2) A statement of the results of the vote, verified by the affidavits of the 
president or vice president and the secretary, shall be filed with the Bureau within 
ten days after the vote is taken. 

“(3) Promptly after the vote is taken and in no event later than ninety days 
thereafter, if the proposition for conversion was approved by such vote, the 
credit union shall take such action as may be necessary under the applicable 
State law to make it a State credit union, and within ten days after receipt of 
the State credit union charter there shall be filed with the Bureau a copy of 
the charter thus issued. Upon such filing the credit union shall cease to be a 
Federal credit union. 

“(4) Upon ceasing to be a Federal credit union, such credit union shall no 
longer be subject to any of the provisions of this Act. The successor State credit 
union shall be vested with all of the assets and shall continue responsible for all 
of the obligations of the Federal credit union to the same extent as though the 
conversion had not taken place. 

“(b) (1) A State credit union, organized under the laws of any State, the Dis- 
trict of Columbia, the several Territories and possessions of the United States, 
the Panama Canal Zone, or the Commonwealth of Puerto Rico, may be converted 
into a Federal credit union by (A) complying with all State requirements requi- 
site to enabling it to convert to a Federal credit union or to cease being a State 
eredit union, (B) filing with the Bureau proof of such compliance, satisfactory 
to the Director, and (C) filing with the Bureau an organization certificate as 
required by this Act. 

“(2) When the Director has been satisfied that all of such requirements, and 
all other requirements of this Act, have ben complied with, the Director shall 
approve the organization certificate. Upon such approval, the State credit union 
shall become a Federal credit union as of the date it ceases to be a State credit 
union. The Federal credit union shall be vested with all of the assets and shall 
continue responsible for all the obligations of the State credit union to the same 
extent as though the conversion had not taken place. 


“TERRITORIAL APPLICABILITY OF ACT 


“Sro. 27. The provisions of this Act shall apply to the several States, the 
District of Columbia, the several Territories and possessions of the United States, 
the Panama Canal Zone, and the Commonwealth of Puerto Rico.” 

Sec. 2. Section 2113(g) of title 18 of the United States Code is amended by 
inserting before the period at the end thereof “, and any ‘Federal credit union’ 
as defined in section 2 of the Federal Credit Union Act”’. 

Sec. 8. The Director of the Bureau of Federal Credit Unions shall submit to 
the Congress on or before January 15, 1960, a draft of legislation providing for 
federally chartered central credit unions. 

Passed the House of Representatives July 30, 1959. 

Attest: 

RAtPH R. Rozerts, Clerk. 
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
June 15, 1959. 


Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mz. CuarmMaN: This letter is in response to your request of April 27, 
1959, for a report on 8S. 1786, a bill to amend the Federal Credit Union Act. 

The bill proposes 22 substantive changes in the Federal Credit Union Act, 
some of which were originally suggested to the Congress by the Department of 
Health, Education, and Welfare as a part of the Financial Institutions Act 
(S. 1451 and H.R. 7026, 85th Cong.). 

We would favor without modification the following 12 proposals: 

1. To permit loans to directors and committee members up to the amount 
of their shareholdings in the credit union as now provided, plus the total un- 
encumbered and unpledged shareholdings in the Federal credit union of any 
member pledged as security for the obligation of such director or member of 
committee (sec. 3(a)). 

2. To more specifically state the prohibition against endorsement of loans 
for borrowers by members of the supervisory or credit committee rather than 
committee member as presently provided (sec. 3(b) ). 

8. To permit the election of more than one vice president (sec. 6). 

4. To change the title of the position now designated as “clerk” to “secre- 
tary” (sec. 6). 

5. The new provision that “no executive officer, except the treasurer, shall 
be compensated as such” incorporates in the law a limitation now prescribed by 
the bylaws and accepted practice (sec. 6). 

6. To provide specific authority for the board to compensate the necessary 
clerical and auditing assistance requested by the supervisory committee and 
the authority for the board to compensate loan officers appointed by the credit 
committee (sec. 7(b) ). 

7. To specify that dividends may be declared by the board of directors instead 
of by the members as now provided (sec. 10). 

8. To provide that the bylaws may specify semiannual dividends rather than 
the present limitation to annual dividends (sec. 10). 

9. To permit dividend credit for a full month on those shares which are or 
become fully paid up during the first 5 days of that month (sec. 10). 

10. To permit allocation of space in Federal buildings to those credit unions 
having a membership composed of at least 95 percent of Federal employees in- 
stead of the present requirement that the membership be composed exclusively 
of Federal employees (sec. 12). 

11. A provision which will make robbery of a Federal credit union a crime 
under Federal statute (sec. 15). 

12. To extend the Federal Credit Union Act to the several territories and the 
several possessions in addition to the several States, the District of Columbia, 
the Panama Canal Zone, and the Commonwealth of Puerto Rico (sec. 13). 

We would have no objection to the following seven changes subject to the 

suggested amendments and modifications: 
_ 1. Section 2 would extend the loan maturity from 3 years to5 years. We are 
not aware of a great need for extended loan maturities. In fact a recent study 
of loans made by Federal credit unions indicates that only about 10 percent of 
the total number of loans made were for the present maximum limit of 3 years. 
It is recognized that loans for home improvement could be made to a better 
advantage if the maturity limit were extended. However, we should not be un- 
mindful of the correlation. between liquidity and loan maturities. Certainly the 
key to proper liquidity and solvency is the systematic amortization of loan re- 
ceivables. These considerations would suggest that required amortization be a 
condition for approval of an increase of loan maturities and we would suggest 
an amendment which would provide authority to make loans with maturities 
not exceeding 5 years which shall be amortized by equal payments of principal 
together with interest during the term of the loan to be made not less frequently 
than annually. 

2. Section 4 is intended to provide the specific authority for Federal credit 
unions to cash and sell checks and to make a reasonable charge therefor. Cer- 
tainly the demand for such authority is not widespread. The convenience to 
members is not questioned but these activities have been known to impose a sub- 
stantial workload upon the credit unions even to the point of interfering with 
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the normal activities of thrift and loan services. We find little justification for 
rendering this service to “individuals eligible to become members” as proposed. 
Legally and traditionally.credit. unions do business with members only and we 
do;met believe that an exception in this area weonld be justified. .We do not 
believe that credit union members should be required to pay a fee for a 
check which represents a withdrawal from their share accounts or for the pro- 
ceeds of loan transactions by the members. In view of these considerations and 
further to cope with the hazards which are inherent in these activities we would 
suggest adeption of this proposal only if the authority is limited to service to 
members and made subject to rules and regulations of the Director designed 
to safeguard the eredit union and the members’ interests. 

8. Section 5 provides for the appointment of the supervisory committee and 
the duties and powers of that committee. The previsions of this section repre- 
sent a substantial departure from the traditional election of the gppervisory 
committee by the members to the proposed appointment by the president subject 
to ratification by the board, which in turn identifies the committee with those 
responsible for the general management rather than with the membership and 
independent of management. We are aware of the fact that there are good 
arguments for making management more directly responsible for internal audit 
and control and consideration is also being given to alternative methods of audit 
and control. Our chief concern is that Federal credit unions will have the bene- 
fit of adequate and efficient audit and control. We do not believe that the presi- 
dent, who is an officer, should select the members of the supervisory committee 
who will be auditing his administration and we would therefore suggest an 
amendment to provide for a supervisory committee of three members to be 
elected by the board of directors. 

If the method of election of the members of the supervisory committee is modi- 
fied we would suggest amendment of section 5(b) to delete the authority of the 
president to suspend members of the supervisory committee. This would leave 
suspension action by either the supervisory committee or the board subject to 
the approyal of the members. Moreover, unless ultimate authority here resides 
in the membership there could hrise the untenable situation of cross sispensions 
with the membership able to decide only one. 

4. Section 7(a) incorporates an entirely new concept of approval of applica- 
tions for membership by permitting the board of directors to delegate to the 
membership chairman authority to act upon such applications. This proposal 
is made to eliminate the need for holding applications for membership for action 
until the next regular monthly meeting of the board and to avoid the necessity of 
convening a special meeting of the board to approve such applications at an 
earlier date. We agree that election to membership may reasonably be made by 
a committee or by an individual and accordingly have no reservation concerning 
the objective of this proposal. We do, however, suggest the necessity for in- 
corporating the following limitations and additions: 

(@) If the delegation is to an individual such person should not be the treasurer 
or assistant treasurer as specified, and neither should he be the lean officer as 
provided for in section 8 This exclusion would avoid the possibility of one-man 
control. 

(b) The language of this section should specifically provide that all applica- 
tions for membership not approved by the committee or membership chairman 
shall be presented to and acted upon by the board of directors. 

(c) It appears to us that there are additional areas in which an executive com- 
mittee made up of a number of the members of the board could effectively function 
under a limited delegation by the board. Such areas would include the buying 
and selling of the securities which are specifically prescribed in section 7 of the 
Federal Credit Union Act as authorized investments for Federal credit unions. 
The language of this proposed section would not appear to permit delegation to an 
executive committee and we would suggest such a revision so that if the board 
so desired specific delegations, including acting upon applications for membership, 
could be handled by an executive committee of the board. 

5. Section 8 of the bill authorizes the credit committee to delegate to a loan 
officer power to approve loans up to the unsecured loan limit. The loan officer 
proposal is justified by the fact that the volume of loan applications in some 
Federal credit unions is rather large and the credit committee, which is not 
compensated, finds it difficult to give the time needed to render prompt loan 
service in many emergencies, We acknowledge the need for some relief in this 
urea and in fact have advocated such a delegation providing the delegated au- 
thority was held within well-defined limitations. A recent study of loans made 
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by Federal credit unions indicates that loans of $500 and less accounted for 
66.4 percent of the total number of loans made. It appears that a delegation for 
loans of $500 and less would give substantial relief to the credit committée in 
the matter of volume of applications and at the same time facilitate loan serv- 
ice. We do not believe it desirable to establish a direct relationship between the 
unsecured loan limit and approval of loans by a loan officer. Loans of less than 
the statutory loan limit may well require as much or more consideration as 
those of larger amounts. We believe it desirable to retain the credit committee 
consideration of larger loans and accordingly suggest that adequate relief to the 
credit committee and prompt service to the borrowers could be attained by 
limiting the delegation of authority to the loan officer to those applications for 
loans of $500 and less. 

6. Section 9 would increase the unsecured loan limit from $400, as now pro- 
vided, to $1,000. The unsecured loan limit has been progressively increased 
by action of the Congress from an initial amount of $50 in 1934 to $100 in 1940, 
$300 in 1946, and $400 in 1949. We are quite proud of the loan experience and 
we believe that this experience would support some upward revision. On the 
other hand, we are not aware of any hardship for credit union members because 
of the limit placed upon unsecured loans. In fact the loan study made revealed 
that 46.2 percent of the total number of loans made were unsecured and that 
the average unsecured loan made was $245. A 1956 summary of State laws 
governing State-chartered credit unions indicates that in those 29 States and 
the District of Columbia in which there is a statutory unsecured loan limit— 

(a) Only one State (New York) has a limit in excess of $500 and that 
is $1,000 which applies only to credit unions having capital of $2 million 
or more; 

(b) Bight States (California, Connecticut, Illinois, Missouri, Oregon, 
Dtah, Washington, Wisconsin) have an unsecured loan limit of $500; and 

(c) 19 States have lower limits ($50 to $400). 

It appears inevitable that larger unsecured loans will increase the risk for 
Federal credit unions especially if loan maturities are increased to 5 years. For 
all these reasons we believe that an increase in the unsecured loan limit to 
$500 would certainly impose no hardship on any credit union member and would 
not likely of itself, adversely affect the loss experience of Federal credit unions 
but would give some additional latitude in the extension of unsecured credit. 
We, therefore, recommend a limit of $500 for unsecured loans. 

7. Section 14 provides authority for conversion from a Federal to a State 
credit union and from a State to a Federal credit union. Actually we have had 
no problem in this area. Since 1934 there have been 27 Federal credit unions 
that changed to a State charter for a number of reasons. Three converted so 
that the officials could engage in the sale of insurance to members. Federal 
credit unions, their officials, or employees, many not profit from insurance sales 
arising out of credit union transactions. We further require that borrowers 
must be permitted a free choice in selecting an insurance company when insurance 
of the property pledged to the Federal credit union is required. Another 14 
Federal credit unions have changed to State charter in order to make long-term 
real estate mortgage loans. Another 10 appear to have changed for miscellaneous 
reasons. We have no objection to conversion from a Federal charter ; however, 
we believe that any legislation authorizing conversion from Federal to State 
charter should require the affirmative vote of at least a majority of the member- 
ship, either in person or in writing. 

There have been 17 cases in which credit unions operating under State law 
have requested Federal charters. In most cases these credit unions served or 
desired to serve employees of an employer whose business activities extended 
beyond State boundaries and they were precluded from such operation by State 
law. These credit unions, with the approval of the State supervising authority, 
sought a Federal charter and, since they met the qualifications of the Federal 
Credit Union Act, Federal charters were issued. We would not accept any credit 
union which would seek to avoid proper supervision and regulation by a State 
authority. Nor do we desire to compete with any State in the chartering of 
credit unions. It seems to us, however, that the proposed language fails to 
provide for the same investigation and qualifications for Federal charters under 
this procedure as required for other applicants for Federal charters. Accord- 
ingly, we would suggest that the organization certificate filed with the Bureau 
by a State credit union should be subject to the same approval required by the 
act for individuals seeking an original Federal charter, and that such approval 
should be conditioned upon the Director being satisfied that all the requirements 
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of the act have beeen complied with, not merely upon completion of the three 
formal steps as now apparently provided in the bill. 

The following proposals seem to us either unnecessary or undesirable and we 
would accordingly recommend against their enactment. 

Proposed amendments to sections 2, 9, 10, and 11(d) of the Federal Credit 
Union Act introduce new authority for the chartering of and operation of Federal 
central credit unions which are chiefly distinguished by their inclusion of credit 
unions organized under Federal and State law as members. The proposed new 
section 7(e) would permit Federal credit unions to invest unlimited funds, in 
the shares of Federal and State central credit unions. Actually these proposals 
add very little flexibility for Federal credit unions. The present act permits 
Federal credit unions to borrow from any source, It also permits them to make 
loans to other credit unions. In addition there are officers credit unions which 
provide additional sources of borrowing for the officials who are limited in their 
borrowing from their own credit union. It is acknowledged that a number of the 
States do permit the organization of central credit unions and the investment 
therein by State-chartered credit unions. It seems, however, that through this 
vehicle there has developed in an unorganized manner a quasi-central system 
which in times of economic stress could not meet the real need of credit unions 
for a source of discount which would permit them to maintain the liquidity 
necessary to adequately serve their members. Certainly central credit unions 
which operate under the same statutory provisions as other credit unions could 
not hope to service any more effectively the needs of credit unions than the 
facilities that are now available. 

We do not believe that a strong case could be made for unlimited investment 
by Federal credit unions in shares of central credit unions in order to obtain 
a greater yield from investments. We believe that experience has indicated 
that central credit unions could not pay a higher rate of dividend than the yield 
normally returned by the presently permitted investments. 

In view of these considerations we do not feel that legislation to permit the 
organization of Federal central credit unions and to permit Federal credit 
unions to invest unlimited amounts in shares of central credit unions is either 
necessary or desirable and we would, therefore, not recommend these proposals 
for adoption. 

Section 11 proposes a new subsection (h) to section 16 of the Federal Credit 
Union Act and provides that in every case of an adjudication by the Director 
under this act, determination shall be made on the record after giving the 
opportunity for a hearing to all persons and credit unions who may be directly 
affected by any order that may be issued as a result of such adjudication. First, 
we are not aware of any expressed desire for this provision by Federal credit 
unions. Further, we do not believe that the absence of this requirement during 
the 25-year history of Federal credit unions has presented any problem for either 
the Federal credit unions or the Bureau. In view of the fact that the Bureau 
operates without an appropriation of Treasury funds we are especially concerned 
with the additional time and expense that would be entailed. The funds that 
support the Bureau come directly from the fees paid by Federal credit unions 
and we would not be able to assume any additional items of expense without 
an increase in the fees charged. Certainly, if future growth of Federal credit 
unions indicates the desirability of such a provision we would favor its adoption, 
but for the reasons stated we would not favor its adoption at this time. 

We would therefore recommend that the bill, modified as suggested above, be 
enacted by the Congress. 

The Bureau of the Budget advises that it perceives no objection to the trans- 
mission of this report to your committee. 

Sincerely yours, 


ArrTuur 8. FLEMMING, Secretary. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, D.C., June 12, 1959. 
Hon. A. WILLts RoBERTSON, 


Chairman, Committee on Banking and Currency, 
U.8. Senate, Washington, D.C. 


Deak Mr. CHAIRMAN: This letter is in response to your request of May 20, 
1959, for a report on S. 1985, a bill to amend the Federal Credit Union Act. 

This bill proposes 23 substantive changes in the Federal Credit Union Act— 
some of which were originally suggested to the Congress by the Department 
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of Health, Education, and Welfare as a part of the Financial Institutions Act 
(S. 1451 and H.R. 7026, 85th Cong.). 

We would favor without modification the following 12 proposals: 

1. To change references from “Farm Credit Administration,” “‘Federal Deposit 
Insurance Corporation,” and “Federal Security Agency” to “Department of 
Health, Education, and Welfare” (sec. 2, sec. 3). 

2. To permit loans to directors and committee members up to the amount of 
their shareholdings in the credit union as now provided, plus the total unen- 
cumbered and unpledged shareholdings in the Federal credit union of any member 
pledged as security for the obligation of such director or member of committee 
(sec. 8(5)). 

3. To permit the election of more than one vice president (sec. 13). 

4. To change the title of the position now designated as “clerk” to “secretary” 
(sec. 13). 

5. The new provision that “no executive officer, except the treasurer, shall 
be compensated as such” incorporates in the law a limitation now prescribed 
by the bylaws and accepted practice (sec. 13). 

6. To provide specific authority for the board to compensate the necessary 
clerical and auditing assistance requested by the supervisory committee and the 
authority for the board to compensate loan officers appointed by the credit 
committee (sec. 14). 

7. To specify that dividends may be declared by the board of directors instead 
of by the members as now provided (sec. 18). 

8. To provide that the bylaws may specify semiannual dividends rather than 
the present limitation to annual dividends (sec. 18). 

9. To permit dividend credit for a full month on those shares which are or 
become fully paid up during the first 5 days of that month (sec. 18). 

10. To permit allocation of space in Federal buildings to those credit unions 
having a membership composed of at least 95 percent of Federal employees 
instead of the present requirement that the membership be composed exclusively 
of Federal employees (sec. 25). 

11. A provision which will make robbery of a Federal credit union a crime 
under Federal statute (sec. 27). 

12. To extend the Federal Credit Union Act to the several Territories and 
the several possessions in addition to the several States, the District of Colum- 
bia, the Panama Canal Zone, and the Commonwealth of Puerto Rico (sec. 28). 

We would have no objection to the following seven changes subject to the 
suggested amendments and modifications: 

1. Section 8(5) would extend the loan maturity from 3 years to 5 years. We 
are not aware of a great need for extended loan maturities. In fact a recent 
study of loans made by Federal credit unions indicates that only about 10 per-. 
cent of the total number of loans made were for the present maximum limit of 
3 years. It is recognized that loans for home improvements conld be made to 
a better advantage if the maturity limit were extended. However, we should 
not be unmindful of the correlation between liquidity and loan maturities, 
Certainly the key to proper liquidity and solvency is the systematic amortiza- 
tion of loan receivables. These considerations would suggest that required 
amertization be a condition for approval of an increase of loan maturities and 
we would suggest an amendment which would provide authority to make loans 
with maturities not exceeding 5 years which shall be amortized by equal pay- 
ments of principal together with interest during the term of the loan to be made 
not less frequently than annually. 

2. Section 8(12) is intended to provide the specific authority for Federal credit 
unions to cash and sell checks and to make a reasonable charge therefor. Cer- 
tainly the demand for such authority is not widespread. The convenience to 
members is not questioned but these activities have been known to impose a 
substantial workload upon the credit unions even to the point of interfering 
with the normal activities of thrift and loan services. We find little justifica- 
tion for rendering this service to “individuals eligible to become members” as 
proposed. Legally and traditionally credit unions do business with members 
only and we do not believe that an exception in this area would be justified. 
We do not believe that credit union members should be required to pay a fee 
for a check which represents a withdrawal from their share accounts or for 
the proceeds of loan transactions by the members. In view of these coygsidera- 
tions and further to cope with the hazards which are inherent in these activities 
we would suggest adoption of this proposal only if the authority is limited to 
service to members and made subject to rules and regulations of the Director — 
designed to safeguard the credit union and the members’ interests. 
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ons 12 and 16 provide for the appointment of the supervisory com- 
Rone the duties and powees of that committee. The provisions of section 
12 represent a substantial departure from the traditional election of the super- 
visory committee by the members to the proposed appointment by the presi- 
dent subject to ratification by the board, which in turn identifies the committee 
with those responsible for the general management rather than with the mem- 
bership and independent of management. We are aware of the fact that there 
are good arguments for making management more directly responsible for in- 
ternal audit and control and consideration is also being given to alternative 
methods of audit and control. Our chief concern is that Federal credit unions 
will have the benefit of adequate and efficient audit and control. We do not 
believe that the president, who is an officer, should select the members of the 
supervisory committee who will be auditing his administration and we would 
therefore suggest an amendment to provide for a supervisory committee of 
three members to be elected by the board of directors. : 

If the method of election of the members of the supervisory committee is 
modified we would suggest amendment of section 16 to delete the authority 
of the president to suspend members of the supervisory committee. This would 
leave suspeasion action by either the supervisory committee or the board sub- 
ject ty the approval of the members. Moreover, unless ultimate authority here 
resides in the membership there could arise the untenable situation of cross- 
suspensions with the membership able to decide only one. 

4. Section 14 incorporates an entirely new concept of approval of applications 
for membership by permitting the board of directors to delegate to the mem- 
bership chairman authority to act upon such applications. This proposal is 
made to eliminate the need for holding applications for membership for action 
until the next regular monthly meeting of the board and to avoid the necessity 
of convening a special meeting of the board to approve such applications at an 
earlier date. We agree that election to membership may reasonably be made 
by a committee or by an individual and accordingly have no reservation con- 
cerning the objective of this proposal. We do, however, suggest the necessity 
for incorporating the following limitations and additions: 

(a) If the delegation is to an individual such person should not be the 
treasurer or assistant treasurer as specified, and neither should he be the 
loan officer as provided for in section 15. This exclusion would avoid the 
possibility of one-man control. 

(b) The language of this section should specifically provide that all ap- 
plications for membership not approved by the committee or membership 
chairman shall be presented to and acted upon by the board of directors. 

(c) It appears to us that there are additional areas in which an execu- 
tive committee made up of a number of the members of the board could 
effectively function under a limited delegation by the board. Such areas 
would include the buying and selling of the securities which are specifically 
prescribed in section 8 as authorized investments for Federal credit unions. 
The language of this proposed section would not appear to permit dele- 
gation to an executive committee and we would suggest such a revision 
so that if the board so desired specific delegations, including acting upon 
applications for membership, could be handled by an executive committee 
of the board. 

5. Section 15 of the bill authorizes the credit committee to delegate to a 
loan officer power to approve loans up to the unsecured loan limit. This same 
section also proposes to increase the unsecured loan limit from $400 to $1,000. 
The loan officer proposal is justified by the fact that the volume of loan applica- 
tions in some Federal credit unions is rather large and the credit committee, 
which is not compensated, finds it difficult to give the time needed to render 
prompt loan service in many emergencies. We acknowledge the need for some 
relief in this area and in fact have advocated such a delegation providing the 
delegated authority was held within well-defined limitations. A recent study 
of loans made by Federal credit unions indicates that loans of $500 and less 
accounted for 66.4 percent of the total number of loans made. It appears that 
a delegation for loans of $500 and less would give substantial relief to the credit 
committee in the matter of volume of applications and at the same time facili- 
tate loan service. We do not believe it desirable to establish a direct relation- 
ship between the unsecured loan limit and approval of loans by a loan officer. 
Loans of less than the statutory loan limit may well require as much or more 
consideration as those of larger amounts. We believe it desirable to retain 
the credit committee consideration of larger loans and accordingly suggest that 
45064—59——5 





30 FEDERAL CREDIT UNION ACT 


adequate relief to the credit committee and prompt service to the borrowers 
could be attained by limiting the delegation of authority to the loan officer to 
those applications for loans of $500 or less. 

6. Section 15 as drafted would increase the unsecured loan limit from $400, 
as now provided, to $1,000. The unsecured lean limit has been progessively in- 
creased by action of the Congress from an initial amount of $50 in 1934 to $100 
in 1940, $300 in 1946, and $400 in 1949. We are quite proud of the loan expe- 
rience and we believe that this experience would support seme upward re- 
vision. On the other hand, we are not aware of any hardship for credit union 
members because of the limit placed upon unsecured loans. In fact the loan 
study made revealed that 46.2 percent of the total number of loans made were 
unsecured and that the average unsecured loan made was $245. A 1956 sum- 
mary of State laws governing State-chartered credit unions indicates that in 
those 29 States and the District of Columbia in which there is a statutory unse- 
cured loan limit: : 

(a) Only one State (New York) has a limit in excess of $500 and that 
is $1,000 which applies only to credit unions having capital of $2 million 
or more, 

(b) Eight States (California, Connecticut, Illinois, Missouri, Oregon, 
Utah, Washington, Wisconsin) have an unsecured loan limit of $500, and 

(c) Nineteen States have lower limits ($50 to $400). 

It appears inevitable that larger unsecured loans will increase the risk for 
Federal credit unions especially if loan maturities are increased to 5 years. For 
all these reasons we believe that an increase in the unsecured loan limit to $500 
would certainly impose no hardship on any credit union member and would 
not likely of itself, adversely affect the loss experience of Federal credit unions 
but would give some additional latitude in the extension of unsecured credit. 
We, therefore, recommend a limit of $500 for unsecured loans. 

7. Section 26 provides authority for conversion from a Federal to a State 
credit union and from a State to a Federal credit union. Actually we have 
had no problem in this area. Since 1934 there have been 27 Federal credit 
unions that changed to a State charter for a number of reasons. Three converted 
so that the officials could engage in the sale of insurance to members. Federal 
eredit unions, their officials or employees may not profit from insurance sales 
arising out of credit union transactions. We further require that borrowers 
must be permitted a free choice in selecting an insurance company when insur- 
ance of the property pledged to the Federal credit union is required. Another 
14 Federal credit unions have changed to State charter in order to make long- 
term real estate mortgage loans. Another 10 appear to have changed for mis- 
ecellaneous reasons. We have no objection to conversion from a Federal charter, 
however, we believe that any legislation authorizing conversion from Fede.al 
to State charter should require the affirmative vote of at least a majority of the 
membership, either in person or in writing. 

There have been 17 cases in which credit unions operating under State law 
have requested Federal charters. In most cases these credit unions served or 
desired to serve employees of an employer whose business activities extended 
beyond State boundaries and they were precluded from such operation by State 
law. These credit unions, with the approval of the State supervising authority, 
sought a Federal charter and, since they met the qualifications of the Federal 
Credit Union Act, Federal charters were issued. We would not accept any 
eredit union which would seek to avoid proper supervision and regulation by a 
State authority. Nor do we desire to compete with any State in the chartering 
of credit unions. It seems to us, however, that the proposed language fails to 
provide for the same investigation and qualification for Federal charters under 
this procedure as are specified in sections 5 and 10 for other applicants for 
Federal charters. Accordingly, we would suggest that the organization certifi- 
cate filed with the Bureau by a State credit union should be subject to the same 
approval required by the act for individuals seeking an ori 1 Federal charter, 
and that such approval should be conditioned upon the Director being satisfied 
that all the requirements of the act have been complied with, not merely upon 
completion of the three formal steps as now apparently provided in the bill. 

The following proposals seem to us either unnecessary or undesirable and we 
would accordingly recommend against their enactment. 

Sections 2, 10 and 11 introduce new authority for the chartering of and opera- 
tion of Federal central credit unions which are chiefly distinguished by their 
inclusion of eredit unions organized under Federal and State law as members. 
Section 8(7)(e) would permit Federal credit unions to invest unlimited funds, 
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in the shares of Federal and State central credit unions. Actually these pro- 
posals add very little flexibility for Federal credit unions. The present act per- 
mits Federal credit unions to borrow from any source. It also permits them to 
make loans to other credit unions. In addition there are officers credit unions 
which provide additional sources of borrowing for the officials who are limited 
in their borrowing from their own credit union. It is acknowledged that a 
number of the States do permit the organization of central credit unions and the 
investment therein by State chartered credit unions. It seems, however, that 
through this vehicle there has developed in an wnorganized manner a quasi- 
central system which in times of economic stress could not meet the real need 
of credit unions for a source of discount which would permit them to maintain 
the liquidity necessary to adequately serve their members. Certainly central 
credit unions which operate under the same statutory provisions as other credit 
unions could not hope to service any more effectively the needs of credit unions 
than the facilities that are now available. 

We do not believe that a strong case could be made for unlimited investment 
by Federal credit unions in shares of central credit unions in order to obtain a 
greater yield from investments. We believe that experience has indicated that 
central credit unions could not pay a higher rate of dividend than the yield 
normally returned by the presently permitted investments. 

In view of these considerations we do not feel that legislation to permit the 
organization of Federal central credit unions and to permit Federal credit 
unions to invest unlimited amounts in shares of central credit unions is either 
necessary or desirable and we would, therefore, not recommend these proposals 
for adoption. 

Section 19 proposes a review by the Director if an expelled member requests 
it within 30 days after his expulsion by the members of the Federal credit union. 
The scope of this review and its consequences are not specified in the bill. If all 
that is intended is a limited review of the legality under the act and the bylaws 
of the procedure taken in the expulsion action, we believe the amendment is un- 
necessary. Authority already exists under the law for us to take action in case 
of violations of the law or of the bylaws, and the severity of the only available 
sanction (revocation of the charter—the bill apparently proposes no alternative) 
provides a strong deterrent and makes for very rare use of the authority. Any 
member of a Federal credit union is free to call to our attention any violation 
of which he is aware—whether in connection with his expulsion or otherwise— 
and request an investigation. The Bureau has never been reluctant to conduct 
such investigations and to attempt to correct any violations of the law or bylaws. 

If, however, it is intended that the review is to include consideration of the 
merits of the dismissal, we would be opposed to it as unduly interfering with 
the rights of the credit union, since expulsion must be preceded by a two-thirds 
vote of the members present at a special meeting properly called for that purpose 
and after an opportunity for the member involved to be heard. The absence of 
standards in the act with respect to the right of a member to retain his member- 
ship would be an added ground for recommending against the proposal. 

A new subsection (i) added to section 21 provides that in every case of an 
adjudication by the Director under this act, determination shall be made on the 
record after giving the opportunity for a hearing to all persons and credit unions 
who may be directly affected by any order that may be issued as a result of such 
adjudication. First we are not aware of any expressed desire for this provision 
by Federal credit unions. Further, we do not believe that the absence of this 
requirement during the 25-year history of Federal credit unions has presented 
any problem for either the Federal credit unions or the Bureau. In view of the 
faet that the Bureau operates without an appropriation of Treasury funds we 
are especially concerned with the additional time and expense that would be 
entailed. The funds that support the Bureau come directly from the fees paid 
by Federal credit unions and we would not be able to assume any additional 
items of expense without an increase in the fees charged. Certainly, if future 
growth of Federal credit unions indicates the desirability of such a provision 
we would favor its adoption, but for the reasons stated we would not favor its 
adoption at this time. 


We would therefore recommend that the bill, modified as suggested above, be 
enacted by the Congress. 
The Bureau of the Budget advises that it perceives no objection to the trans- 
mission of this report to your Committee. 
Sincerely yours, 


ARTHUR S, FLEMMING, Secretary. 


32 FEDERAL CREDIT UNION ACT 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, August 21, 1959. 
Hon. W1LL1s RoBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 

Dear Mr. CHarRMAN: This letter is in response to your request of August 5, 
1959, for a report on H.R. 8305, a bill to amend the Federal Credit Union Act. 
This bill proposes 19 substantive changes in the act, some of which were originally 
suggested to your committee by the Department of Health, Education, and Welfare 
as a part of the Financial Institutions Act (8S. 1451, 85th Cong.) 

We would favor without modification the following 17 proposals: 

1. To extend the loan maturity from 3 years to 5 years subject to amortization 
requirements in accordance with rules and regulations prescribed by the Director 
(see. 8(5) ). 

2. To permit loans to directors and committee members up to the amount of 
their shareholdings in the credit union as now provided plus the total unen- 
cumbered and unpledged shareholdings in the Federal credit union of any 
member pledged as security for the obligation of such director or member of 
committee (sec. 8(5) ). 

3. To more specifically state the prohibition against endorsement of loans for 
borrowers by members of the supervisory or credit committee rather than “com- 
mittee member” as presently provided (sec. 8(5) ). 

4. To provide specific authority for Federal credit unions to cash and sell 
checks for members only and to make a reasonable charge therefore in accord- 
ance with rules and regulations prescribed by the director (sec. 8(12)). 

5. To provide for the appointment of the supervisory committee by the board 
of directors rather than by election by the members (sec. 12). 

6. To permit the election of more than one vice president (sec. 13). 

7. To change the title of the position now designated as “clerk” to “secretary” 
(see. 13). 

8. To incorporate in the law the limitation now prescribed by the bylaws that 
no executive officer, except the treasurer, shall be compensated as such (sec. 13). 

9. To provide specific authority for the board to compensate the necessary 
auditing assistance requested by the supervisory committee and the loan officers 
appointed by the credit committee (sec. 14). 

10. To permit the board to appoint an executive committee to act for it in the 
purchase and sale of securities or the making of loans to other credit unions, or 
both, and to authorize such committee or a membership officer appointed by the 
board (other than the treasurer, an assistant treasurer or a loan officer) to ap- 
prove applications for membership under such conditions as the board may pre- 
scribe (sec. 14). 

11. To specify that dividends may be declared by the board of directors in- 
stead of by the members as now provided (sec. 18). 

12. To provide that the bylaws may specify semiannual dividends rather than 
the present limitation to annual dividends (sec. 18). 

18. To permit dividend credit for a full month on those shares which are or 
become fully paid up during the first 5 days of that month (sec. 18). 

14. To permit allocation of space in Federal buildings to those credit union at 
least 95 percent of the membership of which is composed of persons who are 
presently or were Federal employees at the time of admission into the credit 
union, and members of their families, instead of the present requirement that 
the membership be composed exclusively of Federal employees and members of 
their families (see. 25). 

15. To provide specific authority which would permit under certain conditions 
the conversion from a Federal to a State credit union and from a State to a 
Federal credit union (sec. 26). 

16. To extend the Federal Credit Union Act to the several Territories and the 
several possessions in addition to the several States, the District of Columbia, 
the Panama Canal Zone, and the Commonwealth of Puerto Rico (sec. 27). 

17. To amend section 2113(g) of title 18 of the United States Code so that 
robbery of a Federal credit union will be a crime under Federal statute. 

Section 15 of the bill would increase the unsecured loan limit from $400. as 
now provided to $1,000 and would authorize the credit committee to delegate to 
a loan officer power to approve loans up to the unsecured loan limit. We are 
quite proud of the loan experience of Federal credit unions and we believe that 
an upward revision of the unsecured loan limit is warranted. Your committee, 
upon our recommendation, proposed an unsecured loan limit of $500 in the 
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Financial Institutions Act (8. 1451, 85th Cong.) and we again recommended the 
$500 to the House Committee on Banking and Currency during the consideration 
of this bill. While we believe that some upward revision is justified, we do not 
feel that the $1,000 limit is warranted by experience. 

We support a delegation of authority to a loan officer to approve loans within 
limitations. This proposal was one of our recommendations to your committee 
for title VII of the Financial Institutions Act. We do not, however, believe it 
desirable to establish a direct relationship between the unsecured loan limit and 
approval of loans by a loan officer. Accordingly, we suggest that adequate relief 
to the credit committee and prompt service to the borrowers could be attained 
by limiting the delegation of the authority to the loan officer to those applications 
for loans of $500 and less. 

During the consideration of Federal credit union legislation by the Committee 
on Banking and Currency of the House our testimony indicated that we did not 
feel legislation to permit the organization of Federal central credit unions and 
to permit Federal credit unions to invest unlimited funds in shares of central 
credit unions is either necessary or desirable. We further indicated that this 
type of central credit union could not meet the real need of credit unions for a 
source of discount which would permit them to maintain the liquidity necessary 
to adequately serve their members. H.R. 8305 would require the Director of the 
Bureau of Federal Credit Unions to submit to the Congress on or before January 
15, 1960, a draft of legislation providing for federally chartered central credit 
unions. We, of course, would be happy to study this matter further and to sub- 
mit our findings to the Congress but we do not believe that the requirement made 
by section 3 of the bill is either desirable or necessary. 

We would, therefore, recommend that the bill modified as suggested be enacted 
by the Congress. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
ARTHUR 8. FLEMMING, Secretary. 


DEPARTMENT OF AGRICULTURE, 
Washington, D.C., July 23, 1959. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate. 


Dear SENATOR Rosertson: This is in reply to the committee’s request of 
re 27, 1959, for a report on S. 1786, a bill to amend the Federal Credit Union 

ct. 

This bill would amend the Federal Credit Union Act so as to facilitate the 
methods of operation for Federal credit unions and to make other changes of a 
technical nature. 

The Department of Agriculture has no responsibility for the administration 
of the Federal Credit Union Act and therefore it does not feel that it is in a 
position to make a recommendation as to the passage of the proposed legisla- 
tion. However, the credit unions chartered under the Federal Act provide a 
very beneficial savings and loan service to Department employees, both here in 
Washington and in the field, and from a personnel standpoint the Department 
is interested in seeing that these organizations continue to render such service. 

It should be noted that section 12 of the bill is evidently intended to authorize 
the allotment of space in Federal buildings to credit unions the membership of 
which is composed primarily of Federal employees and members of their families 
or retired Federal employees and members of their families. As the section is 
now worded, there is a possibility that the “members of their families” language 
would be construed as applicable only to members of the families of retired 
Federal employees. We suggest, therefore, that consideration be given to amend- 
ing the language of this section to remove any doubt on this point. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 


TRUE D. Morse, Acting Secretary. 
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DEPARTMENT OF AGRICULTURE, 
* 4 Washington, D.C., July 23, 1959. 
Hon. A. WILLIs RoBeERTSON, 


Chairman, Committee on Banking and Currency, 
U.8. Senate. 


Dear SENATOR RopertTson: This is in reply to the committee’s request of May 
20, 1959, for a report on S. 1985, a bill to amend the Federal Credit Union Act. 

This bill would amend the Federal Credit Union Act so as to facilitate the 
methods of operation for Federal credit unions and to make other changes of a 
technical nature. 

The Department of Agriculture has no responsibility for the administration of 
the Federal Credit Union Act and therefore it does not feel that it is in a posi- 
tion to make a recommendation as to the passage of the proposed legislation. 
However, the credit unions chartered under the Federal Act provide a very 
beneficial savings and loan service to Department employees, both here in Wash- 
ington and in the field, and from a personnel standpoint the Department is in- 
terested in seeing that these organizations continue to render such service. 

It should be noted that section 25 of the bill is evidently intended to authorize 
the allotment of space in Federal buildings to credit unions the membership of 
which is composed primarily of Federal employees and members of their families 
or retired Federal employees and members of their families. As the section is 
now worded, there is a possibility that the “members of their families” language 
would be construed as applicable only to members of the families of retired 
Federal employees. We suggest, therefore, that consideration be given to 
amending the language of this section to remove any doubt on this point. 


The Bureau of the Budget advises that it has no objection to the submission 
of this report. 


Sincerely yours, 
True D. Morse, Acting Secretary. 


Boarp OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 


Washington, D.C., August 20, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.8. Senate, Washington, D.C. 


Dear Mr. CHarRMAN: This is in response to your request of August 5, 1959, 
for the Board’s views on H.R. 8305, a bill to amend the Federal Credit Union 
Act. It is understood that your committee also desires any comments the Board 
might have with respect to S. 1786, S. 1907, and S. 1985, each providing certain 
amendments to the Federal Credit Union Act. 

H.R. 8305 completely rewrites the Federal Credit Union Act. It contains 
numerous provisions of a clarifying nature, most of which appear to be tech- 
nical or to contain no important substantive changes. Many of these are con- 
cerned with internal management and organization of Federal credit unions. 
The Board has no comments with respect to these provisions. 

It is recognized that Federal credit unions serve a useful and constructive 
purpose but should be limited to the area of operations for which they were 
originally authorized. In view of the special privileges which are accorded to 
credit unions on the basis of their nonprofit and cooperative character, the 
Board believes it is important that their activities be required at all times to con- 
form to such character and to avoid undesirable commercialism. The Board 
has some question whether some of the changes now proposed may not tend to 
encourage undue expansion of credit unions in a manner at variance with their 
basie purposes. Especially careful consideration of these proposals from this 
point of view would be desirable in order that credit unions may serve their 
proper purposes but without tending to become organizations of a commercial 
character. 

It is noted that both S. 1786 and S. 1985 contain provisions which would 
permit the chartering of Federal central credit unions. The Board questions 
the need for granting authority for this purpose since such authority would not 
contribute to the soundness or stability of credit unions that are operating in 
their proper sphere and in some instances might tend to encourage undesirable 
promotional activity. 

























FEDERAL CREDIT UNION ACT 35 


H.R. 8305, S. 1786, and 8S. 1985 all contain provisions which would increase 
maximum maturities of loans from 3 to 5 years and would increase unsecured 
loan limits from $400 to $1,000, while 8S. 1907 would increase unsecured loan 
limits from $400 to $800. The Board understands that these changes are 
designed primarily to facilitate home improvement loans by credit unions. In 
the light of the facilities for this purpose provided by the FHA title I program 
and the risks inherent in unsecured uninsured loans of longer maturities, the 
Board does not favor such an amendment. An alternative might be to limit 
any such expansion of the authority of the credit unions to make unsecured 
home improvement loans to those insured under title I. 

Sincerely yours, 


Wma. McC. Martin, Jr. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, May 15,1959. 

Hon. A, WILLIS RoBERTSON, 

Chairman, Committee on Banking and Currency, 

US. Senate. 


Dear Mr. CHAIRMAN: Your letter of April 27, 1959, acknowledged April 28, 
forwarded for our consideration a copy of S. 1786, a bill proposing various 
changes in the Federal Credit Union Act (12 U.S.C. 1751 et seq.). 

We have no special information or knowledge as to the need for or desirability 
of the proposed changes, which, among other things, would increase the loan 
authority of Federal credit unions, and therefore make no recommendation con- 
cerning the proposed legislation. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 











OOMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, May 28, 1959, 
Hon. A, WILLIS RoBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate. 


Dear Mr. CHarMan: Your letter of May 20, 1959, acknowledged May 21, 
forwarded for our consideration a copy of S. 1985, a bill proposing various 
changes in the Federal Credit Union Act (12 U.S.C. 1751 et seq.). 

We have no special information or knowledge as to the need for or desira- 
bility of the proposed changes, which, among other things, would increase the 
loan authority of Federal credit unions, and therefore make no recommendation 
concerning the proposed legislation. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 


FEDERAL Deposit INSURANCE CORPORATION, 


Washington, August 20, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
US. Senate, Washington, D.C. 


Dear SENATOR RoBerRTson: We have your request for our views on H.R. 8305, 
as passed by the House of Representatives, and on 8. 1786, S. 1907 and S. 1985, 
which are bills to amend the Federal Credit Union Act. 

The main purpose of credit unions is to make available to people of small 
means credit for provident purposes through a system of cooperative credit. 
Credit unions serve a good purpose in the field of small loans with interest rates 
of 1 percent a month and save those within their group, who do not have access 
to bank credit, from the extremely high rates of interest of loan sharks. 

In considering the enlargement of the functions of credit unions, as proposed 
in H.R. 8305, 8: 1786, and 8S. 1985, by increasing the unsecured loan limit from 
$400 to $1,000 and the loan maturities from 3 to 5 years and permitting the 
cashing of checks and selling of checks, Congress should be mindful of the effect 
on existing financial institutions and avoid the establishment of a third financial 
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system in addition to the banking system and ‘savings and loan system of the 
country. The gradual expansion of the functions of credit unions would add 
impetus to the rapid growth and change in the character of credit unions, and 
could result in excessive competition for funds with high rates of interest or 
dividends and risk investments to maintain such competition. This could en- 
danger existing institutions and those with funds in such institutions, just as 
overbanking and excessive competition did in the banking field in the 1920's. 

Another matter for serious consideration is the management capacity of credit 
unions for such enlarged functions. It is noted that 6.2 percent had assets 
between $500,000 and $1 million, and 4.4 percent had assets in excess of $1 
million. Our experience has clearly indicated that the important factor in 
the success of financial institutions in these size groupings is competent man- 
agement. 

With these considerations in mind, we believe that Federal credit unions 
should stick to their last. Their functions should be limited to reasonable 
cooperative credit to members of their group in the small loan field. In 1957, 
the average size of secured and unsecured loans of Federal credit unions was 
$516. We understand that a recent study of loans of Federal credit unions 
revealed that about 46 percent of the number of loans made were unsecured 
and that the average unsecured loan was $245. Under such circumstances, if 
any imcrease is considered advisable, an increase of the unsecured loan limit 
from $400 to $500, instead of $1,000 as proposed in H.R. 8305, 8S. 1786, and S. 1895 
and instead of $800 as proposed in 8S. 1907, would be adequate for small loans 
in a cooperative venture. Four loans averaging about $500, the 3-year limit on 
maturities is a reasonably adequate time for repayment. As a comparison, 
Federal Housing Administration regulations provide for a 3-year maturity on 
existing property improvement loans of $600 or less (24 C.F.R. 201.2(d)(2) (i) ). 
Longer term credit facilities in ba: ks and savings and loan associations should 
be generally available for sound loans. For these reasons, we recommend that, 
if any increase in the unsecured loan limit is considered advisable, it be not 
increased beyond $500 and that the 3-year limit on maturities be continued. 

In view of the purposes for which Federal credit unions were created and 
their management capacities, it is questionable whether they should be author- 
ized to loan as much as 10 percent of their capital (outstanding shares) and 
surplus to any one person. It should be noted that the protection of the un- 
secured loan limit is reduced by the provision in the Federal Credit Union Act 
that the endorsement of a note shall be deemed security. Banks are generally 
limited to loaning any one person about 10 percent of their capital and surplus. 
Capital funds in banks average about 8 percent of assets. As a rough com- 
parison, a bank may loan eight-tenths of 1 percent of its assets to one person 
and a Federal credit union may loan 10 percent of its assets to one person. It 
would seem appropriate that loans to any member by a Federal credit union be 
more reasonably restricted to a certain maximum dollar limitation, which would 
be in line with their basic purpose and their management capacity. 

We see no objection to Federal credit unions cashing checks for members in 
connection with credit union transactions, that is, where checks are cashed in 
connection with the purchase of shares or payments on loans. Nor is the issu- 
ance of its check by a Federal credit union in connection with such transactions 
or in payment of the amount of shares withdrawn by a member objectionable. 
But we do think Federal credit unions would be expanding beyond the functions 
for which they were created and infringing upon the function of banks by 
engaging in check cashing generally and by selling their checks, the same as 
drafts or money orders. Accordingly, we recommend that a Federal credit union 
be authorized to cash checks for members in connection with the purchase of 
shares or payments on loans and to issue its checks in connection with such 
transactions or in payment of the amount of any shares withdrawn and to 
impose service charges on its members. 

S. 1786 and 8. 1985 would require a hearing on every adjudication which would 
include any agency process for the disposition of any matter other than rule- 
making, including requests for a charter, approval, or other form of permission, 
or any revocation or suspension. Such a provision could easily hamper the 
administration of the Federal Credit Union Act. No need is apparent for this 
provision. There is presently a right of judicial review of agency action under 
the Administrative Procedure Act. This hearing provision would also burden 
Federal credit unions with additional administrative costs far beyond any con- 


eeivable benefits. Accordingly, we recommend that such hearing provision be 
not enacted. 




























FEDERAL CREDIT UNION ACT 37 






The authority of the Director of Federal Credit Unions to regulate the bor- 
rowing by Federal credit. unions, that would be added by H.R. 8305, is desirable, 
particularly with reference to borrowing for purposes of relending which in some 
circumstances may be regarded as unsound exposure of the share investments 
of members of the credit union. 

We have been advised by the Bureau of the Budget that it has no objection 
to the submission of this report. 

Sincerely yours, 
JESSE P. WoLcort, Chairman. 

The Cuarrman. I have a letter from Mr. Gidney, the Comptroller 
of the Currency, in which he said: 

Sometime ago you indicated that you would like some information from us 
as to eredit unions.. A member of our staff, Assistant Chief National Bank Ex- 
aminer C. C. Fleming, has reviewed this subject and put his findings in memo- 
randum form. This has:been reviewediand concurred in by Deputy Comptroller 
L. A. Jennings, and it seems to me to be accurate and complete. 

He enclosed a memorandum which, without objection, will go in 
the record. 

(The memorandum referred to follows :) 


MEMORANDUM RE CREDIT UNIONS 









































Credit unions are cooperative associations organized in accordance with State 
law or the Federal Credit Union Act to promote thrift among their members 
and create a source of credit for provident and productive purposes. Member- 
ship is limited to a group of persons having a common bond of association, occu- 
pation, or residence. Federal credit unions are chartered, examined, and super- 
vised by the Bureau of Federal Credit Unions in the Social Security Administra- 
tion of the Department of Health, Education, and Welfare. Other credit 
unions are chartered under the laws of their respective States. Members’ share- 
holdings are not insured by any agency of the Government. 


ORGANIZATION PLAN 






A credit union organization consists of a membership which is limited to per- 
sons elected by the board of directors from applicants who are included in the 
field of membership as defined in the charter of the credit union. Each member 
present at the annual meeting or special meetings has one vote. Ordinarily, only 
members may borrow from the credit union. The members elect directors and 
committeemen, exercise control over the credit union’s activities, and receive 
reports each year from the board of directors, committees, and administrative 
officers. 

The board of directors, not less than five persons in Federal credit unions, 
elected by the members, directs activities according to law and bylaws and 
elects administrative officers and employees. 

A supervisory committee of not less than three members in Federal credit 
unions elected by the membership, examines the affairs of the credit union and 
audits its books. 

A credit committee of not less than three members in the case of Federal 
credit unions, elected by the membership, passes on members’ applications for 
loans and outlines plans for their repayment. 

In some cases there may be an educational committee appointed by the board 
of directors to develop and present programs to extend members’ knowledge of 
credit, thrift, and related subjects. 

The president is elected by the board of directors and presides at meetings of 
the board and members and he presents an annual report of the board to 
members. 

The vice president, appointed by the board of directors, acts in the president’s 
absence or disability. 

The treasurer, appointed by the board of directors, acts as the general manager 
of the credit union, has charge of its assets, keeps its books, and prepares 
financial and statistical reports that may be required by the supervisory au- 
thority. This may be a salaried office. 
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The clerk, appointed by the board of directors, keeps the minutes of meetings 
of the board and members. This office may be combined with that of treasurer. 

The number of employees, usually hired by the treasurer, is dependent upon 
the needs of the particular credit union. 


TAXES 


Credit unions pay no taxes since they are exempt from State, Federal, and 
local taxes on their property, franchise, capital, reserves, surplus, and income. 


GROWTH 


There are now about 18,750 credit unions (9,000 of which are under Federal 
charter and 9,750 under State charter) in the United States—double the number 
10 years ago. They have nearly 10,600,000 members (5.2 million Federal and 
5.4 million State)—triple the number 10 years ago, and the total of their assets 
is estimated at $4.4 billion ($2 billon Federal and $24 billion State)—6% times 
more than 10 years ago. Nearly 4 percent of the credit unions have assets in 
excess of $1 million whereas 10, years ago only 0.2 percent were in this size 
group. About 15,000, or 80 percent of the credit unions, are located in manu- 
facturing plants. Employees of such plants account for 90 percent of the total 
membership. 

Credit unions hold 8 percent of the Nation’s consumer installment credit, 17 
percent of all personal loans, and 6 percent of all automobile loans. They make 
real estate mortgage and other secured loans, and cash payroll checks in some 
cases. In many instances the participant credit union members receive life 
insurance equal to double the amount of their shareholdings. Some credit unions 
provide credit life insurance. 

The dividend rates paid on funds of participants range from 4 to 5 percent. 
After paying dividends, Federal credit unions increased their surplus and re- 
serve funds 25 percent from retained earnings in 1957 (1958 figures are not 
yet available). Their share accounts are not insured and although there was 
a proposal under consideration to introduce a bill in 1956 to amend the Federal 
Credit Union Act so as to provide for insurance of shareholdings in Federal 


and State credit unions, and for other purposes, I understand that the repre- 
sentative organization of credit unions (Credit Union National Association) was 
opposed as it would increase costs by reason of the insurance and additional 
supervision. 

For the most part, credit unions operate in space—free of charge—provided 
by companies whose employees make up their membership. 


PROPOSED LEGISLATION 


The following bills propose to recodify the Federal Credit Union Act with 
certain amendments which will be commented upon later in this memorandum: 
S. 1985, H.R. 3674, H.R. 3675, H.R. 5939, H.R. 5958, H.R. 5988, H.R. 6089, H.R. 
6122, H.R. 6161, H.R. 6241, and H.R. 6755. These bills are alike. The following 
bills propose to amend the Federal Credit Union Act: 8. 1786, H.R. 5777, H.R. 
6407, H.R. 6927, H.R. 7009, and H.R. 7144. These bills are alike. 

S.-107 would amend the Federal Credit Union Act to decrease the maximum 
interest rate on loans from 1 percent to three-quarters of 1 percent and increase 
the maximum amount of any unsecured loan from $400 and $800. 

The other bills would amend the Federal Credit Union Act as follows: 

1. To provide for the chartering of Federal central credit unions to serve 
the membership of Federal and State-chartered credit unions for the principal 
purpose of acting as a source of additional funds and an investment medium 
for member credit unions. : 

Actually, these proposals would add very little to the flexibility for Federal 
credit unions, The present act permits Federal credit unions to borrow from any 
source and to make loans to other credit unions. In addition, there are officers’ 
credit unions which provide additional sources of borrowing for the officials who 
are limited in their borrowing from their own credit unions. It seems doubtful 
that central credit unions would any more effectively service the needs of credit 
unions that the facilities that are now available to them. It. therefore, seems 
questionable whether ‘there is any need for central credit unions and whether 
what might be called a central bank for credit unions would be desirable. 

2. To increase the loan maturity limit from 3 to 5 years for the purpose of 
allowing Federal credit unions to more adequately meet the demands of their 
members for various types of loans. ee 
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There seems to be-no great need for extending loan maturities. I understand 
that a recent study made by the Bureau of Federal Credit Unions indicates that 
only about 10 percent of the total number of loans made were for the present 
maximum limit of 3 years. Possibly some home improvement loans could be 
made to better advantage if the maturity limit were extended; however, if this 
should be considered necessary, it would seem appropriate to also provide that 
such loans be amortized by equal payments of principal together with interest 
during the term of the loan to be made at frequent regular intervals. 

3. To permit ‘loans to directors and committee members up to the amount of 
their shareholdings in the credit union plus the total unencumbered and un- 
pledged shareholdings in the credit union of any member pledged as security for 
the obligation of such director or committee member. The purpose is to 
liberalize the borrowing restrictions under which they are now limited :to the 
amount of their individual shareholdings. 

I have no coniment on this provision. 

4. To permit investment by Federal credis unions in shares of a central credit 
union. ‘ ‘ ; bel 

The matter of central credit unions was commented upon under number 1, 

5. To permit the charging of members and individuals eligible to become 
members a reasonable fee for the cashing or selling of checks not to exceed the 
direct and indirect costs incident to providing such service. 

It does not seem proper to require credit union members to pay a fee for a 
check which represents a withdrawal from their share accounts or for the 
proceeds .f a loan transaction. Where paychecks are cashed, it would seem 
appropriate that arrangements be made between the credit union and the em- 
ployer to provide reasonable compensation for this type of service. It seems to 
me that a service of cashing checks for members, and especially nonmembers, 
goes beyond the concept of the purpose of credit unions. 

6. To provide for appointment of the members of the supervisory committee, 
one of whom may be a director other than the treasurer, by the president, such 
appointment to be subject to ratification by the board. 

In order to assure that Federal credit unions will have the benefit of adequate 
and efficient audit and control, if the supervisory committee is not to be elected 
by the membership, it would be selected by the board of directors and not 
appointed under the authority of the president. Sound internal control policy 
contemplates that those responsible for such activities should be accountable 
only to the board of directors. 

7. To provide for one or more vice presidents. 

I have no comment on this provision. 

8. To change the title of the officer called “clerk” to that of “secretary.” 

I have no comment on this provision. 

9. To prohibit compensation to any executive officer, other than the treas- 
urer, for services rendered as such. 

I have no comment on this provision. 

10. To provide that in addition to the board of directors acting directly upon 
applications for membership, it may appoint from the members (other than the 
treasurer or assistant treasurer) a membership chairman who shall also be 
authorized to act upon such applications within limitations set by the board. 
The purpose of this amendment would be to enable credit unions to make their 
services available more quickly to applicants for membership. 

This provision, in my opinion, would create the possibility of a one-man con- 
trol of the credit union since the person designated as membership chairman 
could put aside applications of those who may not, in his view, be desirable. 
At the expense of some delay, it would seem advisable to avoid the possibility 
of one-man control and keep the membership authority in the hands of a 
comuittee. 

11. To authorize the board to compensate necessary auditing assistants ap- 
pointed by the supervisory committee and loan officers appointed by the credit 
committee. 

I have no comment on this provision. 

12. To increase the unsecured loan limit from $400 to $1,000. 

I understand that the unsecured loan limit has been progressively increased 
by the Congress from an initial amount of $50 in 1934 to $100 in 1940, $300 in 
1946, and $400 in 1949. A loan study made by the Bureau of Federal Credit 
Unions revealed that 46.2 percent of the total number of loans made were unse- 
cured and that the average unsecured loan made was $245. Furthermore, only 1 

State, New York, has a limit in excess of $500, 8 States (California, Connecticut, 
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Illinois, Missouri, Washington, Utah, Oregon, and Wisconsin) have an unsecured 
loan limit of $500, and 19 States have lower limits ranging from $50 to $400. 
It would, therefore, seem that an increase in the unsecured loan limit to $500 
would be adequate. 

13. To permit appointment by the credit committee of one or more loan officers 
to approve loans up to the unsecured limit or in excess of such limit if the excess 
is fully secured by unpledged shares. The purpose is to provide a means of 
reducing the burden upon the credit committee: 

I doubt that there is any proper relationship between the unsecured loan limit 
and the authority that should be granted to a loan officer to make loans. It 
would seem that the board of directors should limit each loan officer’s authority 
to make loans in accordance with their determination of his personal capacity to 
appraise the credit worthiness of borrowers. 

14. To authorize the board of directors to declare dividends rather than the 
membership. 

I have no comment on this provision. 

15. To'permit annual or semiannual dividends as the bylaws of each credit 
union may provide rather than the present limitation to annual dividends. 

I have no comment on this provision. 

16. To provide that dividend credit for a month may be accrued on shares 
which are or become fully paid up during the first 5 days of that month. 

I have no comment on this provision. 

17. To provide that a member expelled from a credit union may obtain a 
review of such expulsion by the Director of the Bureau. The purpose is to 
provide a method of review for the reason that expulsion for an invalid reason 
may seriously affect a person's standing and reputation in the community. 

I have no comment on this provision- 

18. To place the Bureau of Federal Credit Unions under all provisions of the 
Administrative Procedure Act. At present it is subject only to the rulemaking 
provisions of the act. The purpose is to give Federal credit unions and pro- 
posed new credit unions the right to a hearing on adjudications made by the 
Bureau and to create a formal record of such hearings. 

This provision would make all supervisory decisions of the Bureau subject to 
a public hearing. In other words, if the management of a Federal credit union 
is dissatisfied with the requirements of the Bureau that certain assets be 
charged off by reason of adverse findings of an examiner contained in his 
report of examination, the matter could be the subject of a public hearing. 
Although it might be regarded as being opposed to virtue to say that public 
hearings should not be permitted with respect to such matters, this preroga- 
tive, if allowed, could result in bogging down the supervisory authority to the 
point of its becoming ineffective. It would seem that administrative decisions 
of the Bureau with respect to its supervisory authority could be better handled 
in private. 

19. To permit allocation of space in Federal buildings to credit unions having 
a membership composed of at least 95 percent of persons who are either presently 
Federal employees or are retired employees, and members of their families. At 
present allocation of such space is permitted to credit unions, the membership 
of which is composed exclusively of Federal employees and members of their 
families. The purpose of this provision is to allow credit unions to continue 
the membership of retired Federal employees and to extend membership to a 
limited number of employees of private contractors, American- Legion, and Red 
Cross personnel working along with Federal employees at Federal installations 
without jeopardizing the credit union’s eligibility for space in Federal buildings. 

I have no comment on this provision. 

20. To add a new section to the act to provide for conversion from Federal to 
State-chartered credit unions and vice versa. The purpose is to make specific 
provision for such conversion. Under certain circumstances this action may 
be determined desirable by a credit union and acceptable to the supervisory 
agencies involved. However, the Federal Credit Union Act is silent in this 
connection. 

I understand that since 1934 there has been 27 Federal credit unions converted 
to State-chartered institutions for a number of reasons. Three converted so 
that the officials could engage in the sale of insurance to members, now pro- 
hibited in connection with credit union transactions. Another 14 Federal credit 
unions changed to State-chartered institutions in order to make long-term real 
estate mortgage loans. Ten appear to have changed for miscellaneous reasons. 
Under the proposed amendment to the act the conversion could be effected by 
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approval of a majority of the directors and by the affirmative vote of not less 
than two-thirds of the members present and voting at the meeting. Statutes 
governing the conversion of other financial institutions generally require the 
affirmative vote of a majority of the directors and the owners of not less than 
two-thirds of the shares of capital stock. It would ‘seem no less appropriate 
with respect to the protection of the membership to require not only majority 
approval of the board of directors but an affirmative vote of the owners of not 
less than two-thirds of the shares of the credit union seeking to convert. 

21. To add a provision making robbery of a Federal credit union a crime 
under Federal-statute. 

I have no comment on this provision. 

22. To expand the provisions of the act to include the several Territories and 
several possessions of the United States. 

I have no comment on this provision. 

23. To modify various sections of the act so as to clarify and modernize it 
so as to make substantive changes. 

I have no comment on this provision. 

C. C. FLEMING, 
Assistant Chief National Bank Examiner. 
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The Cuarrman. Our first witness today is Mr. Gannon, the Direc- 
tor of the Bureau of Federal Credit Unions in the Department of 
Health, Education, and Welfare. 

The Chair will be glad to recognize Mr. Gannon. 


STATEMENT OF J. DEANE GANNON, DIRECTOR, BUREAU OF FED- 
ERAL CREDIT UNIONS, DEPARTMENT OF HEALTH, EDUCATION, 
AND WELFARE 


Mr. Gannon. Mr. Chairman and members of the committee, I have 
submitted a prepared statement, but probably in the interest of sav- 
ing time I can summarize from it. 

he Cuarrman. Without objection, the entire statement will ap- 
pear in the record, and the witness will proceed to summarize the 
essential parts of it for our benefit. 
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Mr. Gannon. H,R. 8305 proposes 19 substantive changes in the 

Federal Credit Union Act, some of which were originally s 

to your committee by the Department of Health, Education, and Wel- 

fare as a part of the Financial Institutions Act, S. 1451, 85th Con- 
. It also provides for eight of the recommendations made by 

us before the Committee on Banking and Currency, House of Repre- 

sentatives. 

Accordingly, we would favor without modification the following 17 
proposals: 

1. To extend the loan maturity from 3 years to 5 years subject to 
amortization requirements in accordance with rules and regulations 
prescribed by the Director. 

2. To permit loans to directors and committee members up to the 
amount of their shareholdings in the credit union as now provided 

lus the total unencumbered and unpledged shareholdings in the 
ederal credit union of any member pledged as security for the 
obligation of such director or member of committee. 

3. To more specifically state the prohibition against endorsement 
of loans for borrowers by members of the supervisory or credit com- 
mittee rather than “committee member” as now provided. 

4. To provide specific authority for Federal credit unions to cash 
and sell checks for members only and to make a reasonable charge 
therefor in accordance with rules and regulations. 

5. To provide for the appointment of the supervisory committee 
by the board of directors rather than by election by the members. 

6. To permit the election of more than one vice president. 

7. To change the title of the position now designated as “clerk” to 
“secretary.” 

8. To incorporate in the law the limitation now prescribed by the 
bylaws that no executive officer, except the treasurer, shall be com- 
pensated as such. 

9. To provide specific authority for the board of directors to com- 
pensate the necessary auditing assistance requested by the super- 
visory committee and also for the loan officers appointed by the credit 
committee. 

10. To permit the board to appoint an executive committee to act 
for it in the purchase and sale of securities or the making of loans 
to other credit. unions, or both, and to authorize such committee or a 
membership officer appointed by the board, other than the treasurer, 
an assistant treasurer or a loan officer, to approve applications for 
membership under such conditions as the board may prescribe. 

11. To specify that dividends may be declared by the board of 
directors instead of by the members, 

12. To provide that the bylaws may specify semiannual dividends 
rather than the present limitation to annual dividends, 

13. To permit dividend credit for a full month on those shares 
whe are or become fully paid up during the first five days of that 
month. 

14. To permit allocation of space in Federal buildings to those 
credit unions who have at least 95 percent of the membership of which 
is composed of Federal employees at the time of admission into the 
credit union, and members of their families, instead of the present 
requirement that the membership be composed exclusively of Federal 
employees and members of their families. 
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15. To provide specific authority which would permit under cer- 
tain conditions the conversion froth a Federal to a State credit union 
and from a State to a Federal credit union. 

16. To extend the Federal Credit Union Act to the several ter- 
ritories and the several possessions in addition to the several States, 
the District of Columbia, the Panama Canal Zone, and the Common- 
wealth of Puerto Rico. 

17. To amend section 2113(g) of title 18 of the United States Code 
so that robbery of a Federal credit union will be a crime under 
Federal statute. 

Now, the proposed revision of section 15 of the Federal Credit Union 
Act: would increase the unsecured loan limit from $400 as now pro- 
vided to $1,000 and would authorize the credit committee to delegate 
to a loan officer power to approve loans up to the unsecured loan limit. 
We are quite proud of the loan experience of Federal credit. unions 
with a loss ratio of’ about 17 cents per hundred dollars loaned, 
and we believe that an upward revision of the unsecured loan limit 
is warranted. Your committee, upon our recommendation, proposed 
an unsecured loan. limit of $500 in the Financial Institutions Act dur- 
ing the 85th Congress, and we again recommended the $500 to the 
House Committee on Banking and Currency during the consideration 
of this bill. While we believe that some upward revision is justified, 
we do not feel that the $1,000 limit is warranted by experience. 

We also support a delegation of authority to a loan officer to approve 
loans within certain limitations. This proposal was also one of our 
recommendations to your committee for title VII of the Financial 
Institutions Act. We do not, however, believe it desirable to estab- 
lish a direct relationship between the unsecured loan limit and ap- 
proval of loans by a loan officer. Accordingly, we would suggest that 
adequate relief to the credit committee and prompt service to the bor- 
rowers could be attained by limiting the delegation of authority to 
the loan officer to those applications for loans of $500 and less. 

Senator Busu. May I ask a question at this point, Mr. Chairman, or 
would you prefer that I wait ? 

The Cuatrman, I would prefer that. 

Senator Busn. I withdraw the request. 

Mr. Gannon. During the consideration of Federal credit union leg- 
islation by the Committee on Banking and Currency of the House our 
testimony indicated that we did not feel that legislation to permit the 
organization of Federal central credit unions, and to permit Federal 
credit unions to invest unlimited funds in shares of central credit 
unions, is either necessary or desirable. We further indicated that 
this type of central credit union could not meet the real need of credit 
unions for a source of discount which would permit them to maintain 
the liquidity necessary to adequately serve their members. H.R. 8305 
would require the Director of the Bureau of Federal Credit Unions to 
submit to the Con on or before January 15, 1960, a draft of legis- 
lation providing for federally chartered central credit unions. We, 
of course, would be very happy to study this matter further and to 
submit our findings to the Congress but we do not believe that the 
requirement made by section 3 of the bill is either desirable or neces- 


sary. it 
We would, therefore, recommend that the bill, modified as suggested 
be enacted by the Congress. 
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Now, the committee also has before it S. 1786 and S. 1985 which pro- 
pose 22 substantive changes in the Federal Credit Union Act. 

Since 19 of these changes, including 7 which were amended as we 
suggested, are included in H.R. 8305 they have been commented on. 

oth S. 1786 and S. 1985 proposed a new authority for the charter- 
ing of Federal central credit unions and also the authority to permit 
Federal credit unions to invest unlimited funds in the shares of Fed- 
eral and State central credit unions. 

Since I have already commented upon this provision with respect 
to H.R. 8305, I would just reiterate that we believe that experience 
would indicate that central credit unions are not necessary or desirable, 
and we would therefore not recommend these proposals for adoption. 

S. 1786 and S. 1985 further pro a hew requirement that. in every 
case of an adjudication by the Director under the Federal Credit 
Union Act, determination shall be made on the record after provid- 
ing an opportunity for a hearing to all persons and credit unions who 
may be directly affected by any order that may be issued as a result 
of such adjudication. First of all, we are not aware of any expressed 
desire for this provision by Federal credit unions. Further, we do 
not believe that the absence of this requirement during the 25-year 
history of Federal credit unions has presented any problem for either 
the Federal credit unions or the Bureau. In view of the fact that the 
Bureau operates without any appropriation of Treasury funds we are 
especially concerned with the additional time and expense that would 
be entailed. The funds that support the Bureau come directly from 
the fees paid by Federal credit unions and we would not be able to as- 
sume any additional items of expense without an increase in the fees 
charged. Certainly, if the future growth of Federal credit unions 
indicates the desirability of such a provision we would favor its adop- 
tion, but for the reasons stated we would not favor its adoption at 
this time. 

S. 1985 proposes a review by the Director if an expelled member re- 
quests it within 30 days after his expulsion by the members of the 
Federal credit union. The scope of this review and its consequences 
are not specified in the bill. If all that is intended is a limited review 
of the legality under the act and the bylaws of the procedure taken 
in the expulsion action, we believe the amendment is unnecessary. Au- 
thority already exists under the law for us to take action in case of 
violations of the law or the bylaws, and the severity of the only avail- 
able sanction, which is the revocation of the charter—the bill appar- 
ently propses no alternative—provides a strong deterrent and makes 
for very rare use of the authority. Any member of a Federal credit 
union is free to call to our attention any violation of which he is 
aware—whether in connection with this expulsion or otherwise—and 
to request an investigation. The Bureau has never been reluctant to 
conduct such investigations and to attempt to correct any violations 
of the law or the bylaws. 

If, however, it is intended that the review is to include considera- 
tion of the merits of the dismissal, we would be opposed to it as unduly 
interferring with the rights of the credit union, since the expulsion 
must be preceded by a two-thirds vote of the members present at 
a special meeting properly called for that purpose and only after an 
opportunity for the member involved to be heard. The absence of 
standards in the act with respect to the right of a member to retain his 
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manta would be an added ground for recommending against the 
pro > 
at summarizes my testimony, Mr. Chairman. 

The Cuairman. Then the committee understands that you recom- 
mend that we accept the House bill with two changes, one, that limit 
on unsecured tbalie be $500, instead of $1,000. 

Mr. Gannon. That is right, Mr. Chairman. 

The Cuarrman. And the other that you be requested or instructed 
oe > question of central bank, but not be required to submit a 

ill on it? 

Mr. Gannon. That is right, Mr. Chairman. 

The Cuatrman. You will recall, I believe, that we had put.in the 
$500 limit 2 years ago in the Financial Institutions Act. 

Mr. Gannon. That is correct. 

The Cuarrman. The House bill provides that if 95 percent of the 
members of a credit union were Federal employees, they should be 
entitled to space in the Federal building, if available. Was not 
that in my bill, too? 

Mr. Gannon. Yes, Mr. Chairman. 

The Cuarrman. Do you endorse the House provision that they can 
charge for cashing checks and issuing checks? As I understand it, 
they now have the authority to do that. 

Mr. Gannon. This is a disputed power. It was reviewed by the 
courts and the courts held that Federal credit unions did not have this 
power, Mr. Chairman. This bill would give specific authority. 

The Carman. Some of them now cash checks ? 

Mr. Gannon. To our knowledge none are cashing checks for a fee, 
but they cash checks in the normal course of their business. 

The Cuarman. I just want to get it clear whether we are just au- 
thorizing them to charge a fee for what they do, or whether this is 
a new power. 

Mr. Gannon. This is a new power to permit them to issue checks 
for a fee; in other words, to sell checks for a fee. 

The Cuatrman. Can they issue a check now without a fee? 

Mr. Gannon. I do not believe they can do it legally. 

The Cuamman. Can they cash a check without a eo? 

Mr. Gannon. They can do so as a part of a transaction with the 
credit union, but they may not engage in the business of cashing 
checks, Mr. Chairman. 

The Cuarrman. They cannot engage in the business of cashing 
checks, but they can do it if they do not do it too much ? 

Mr. Gannon. That is right. 

The Cuarrman. The Chair recognizes the Senator from 
Connecticut. 

Senator Busu. I was just going to ask one question. I am afraid 
I am not as familiar with the operation of these credit unions as | 
should be, perhaps not as familiar as with savings banks and so 
forth. ‘These credit unions are of varying size in our State at least. 
We have some pretty big ones, where they have $10 million or $20 
million of assets, and then some have less than a million dollars, prob- 
ably a good many. 

You speak of a loan officer in your statement. Is the loan officer a 
full-time operator in the credit union setup or does that depend on 
the size of the credit union ? 
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Mr. Gannon. This depends, Senator, on the size of the credit union. 
Senator Busu. Suppose it is a small one. Is a member of the credit 
union a loan officer? 

Mr. Gannon. In the small ones they would normally approve loans 
through a committee of three people who are not salaried employees 
of the credit union. 

Senator Busu. Is it your recommendation that the loan officer’s 
authority be increased so that he could make loans up to $500? 

Mr. Gannon. No, this is a new authority, Senator. There is no 
provision in the law now for a loan officer. 

Senator Busu. You are recommending it though ? 

Mr. Gannon. We are recommending that his authority be limited 
to $500, that is right. 

Senator Busu. Yes. So this would only apply to those credit 
unions large enough to have a loan officer? 

Mr. Gannon. That is right, Senator. 

Senator Busu. I just wanted to get that clear. 

Mr. Gannon. This would be an optional arrangement with the 
credit committee; whether they would wish to delegate to a loan officer 
any of their authority to approve loans. 

Senator Bennett. But it puts a limit on the extent of that delega- 
tion ? 

Mr. Gannon. That is right, Senator. 

Senator Proxmree. Mr. Chairman ? 

The Cuarrman. The Senator from Wisconsin. 

Senator Proxmtre. Mr. Chairman, I want to ask Mr. Gannon why, 
he says “While we believe that some upward revision is justified 
we do not feel that the $1,000 limit is warranted by experience.” 

I notice in the report of the House Committee on Banking and 
Currency, they dealt with this subject in justifying the recommenda- 
tion of an increase which they have in their bill, as I understand it. 
They said the experience of Federal credit unions on loans of this 
type has been very good over the years, and it is felt the rising cost 
of commodities and services and so forth, plus the responsibility of 
their members, warrants the increase. 

Why is that not desirable? It seems to me it might be, in view 
of the fact this is not a subsidized operation—not a nickel of the tax- 
a money is in it—is that not right? 

r. Gannon. That is right, Senator. 

Senator Proxmire. And $1,000, in view of the increase in incomes, 
and inflation and so forth, seems a fairly modest loan these days. 
Why do you feel that way about it? 

r. Gannon. Our belief is based on a study which we made which 
indicated that the average unsecured loan made by Federal credit 
unions was $245, and that 46 percent of the loans that were made 
were on an unsecured basis. 

Now, it would seem therefore that—— 

Senator Proxmrre. The maximum unsecured loan now is $400? 

Mr. Gannon. The maximum is $400, that is right. 

Senator Proxmire. So this would be one of the reasons why this 
average would be a little more than that ? 

Mr. Gannon. This would regulate the average, there is no ques- 
tion about this. It would seem, however, that if there was a crying 
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need for larger unsecured loans, the average would be somewhat 
nearer $400 than it would to the $245. 

What we are interested in, Senator, is really protecting the wonder- 
ful experience credit unions have had in loans, and I would not say 
for a minute that I would be in a position to tell you what would be 
the magic Rgore at which would become hazardous. 

This is only our concern; No. 1, that we would have a safeguard for 
the investment of the members in Federal credit unions, so it would 
not increase their loan loss experience; and No. 2, that they would 
have the leeway for adequately serving their members. 

Senator Proxmime. I certainly appreciate your objective. Do you 
have any ay indicating the incidence of loss with thousand-dollar 
loans from other institutions as much greater than the incidence of 
loss from smaller loans? 

Mr. Gannon, No, we do not. 

Senator Proxmire. On what basis, then, do you arrive at the notion 
that if you increase this, the loan experience is going to suffer? 

Mr. Gannon. Just simply because you have an extension of more 
credit on an unsecured basis. When you have security you have some- 
thing to fall back upon. 

Senator Proxmire. Your position, then, is that a loan in excess of 
$500, unsecured, might result in a worse experience ? 

Mr. Gannon. That is our concern. 

Senator Proxmire. I see. 

I would like to ask you this. You say: 


During the consideration of Federal credit union legislation by the Commit- 
tee on Banking and Currency of the House our testimony indicated that we did 
not feel legislation to permit the organization of Federal central credit unions, 
and to permit Federal credit unions to invest unlimited funds in shares of cen- 
tral credit unions, is either necessary or desirable. 


Once agnin, I am wondering: Why not, if this is an agency that is 


not subsidized, an agency that might have surplus funds. It seems 
much more efficient when you have in one case a credit union which 
has additional money to invest, and another which has members who 
want to borrow. Why should they not have a central credit agency 
to handle that problem ? 

Mr. Gannon. Briefly, Senator, during the consideration of this 
proposal, the central credit union was only distinguished from any 
another credit union in that it would permit credit unions also to be- 
come members. It would be subject to all the other limitations. 

It was our feeling first, that it could not effectively operate as a cen- 
tral agency under this framework. 

Second, it has been our experience that under the present act, credit 
unions may borrow from any source and they may make loans to 
other credit unions. Our experience has indicated there does not 
appear to be any lack of loan facilities available to credit unions who 
have need to borrow. 


Senator Proxmire. Except they would then have to go to the regular 
money market? 

Mr. Gannon. They may go to another credit union under the pres- 
ent act. 

Senator Proxmire. I see. And you think this provision is unneces- 


sary though apparently the credit unions feel it would make them more 
efficient ? 
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Mr. Gannon. Our feeling is that at the present time there is not 
any need for this central agency; and secondly, that this proposal is 
not a good proposal for a central agency if that is what is being sought. 

Senator Proxmire. One more question, Mr. Chairman, and that 
pertains to the last part of the same paragraph, where you object to 
the requirement that you submit to the ener on or before January 
15 a “draft of legislation providing for federally chartered central 
credit unions.” Do you object primarily to the date? Do you object 
to the requirement to draft legislation providing for these credit 
unions? Or what isthe basis ? ; 

Mr. Gannon. We do not object primarily to the date. <A later date 
would be more comfortable, Senator, but this is not something we 
would object to. Our feeling is that we had testified before the House 
on our position with respect to central credit unions and yet we have 
a directive to submit a proposal for central credit unions, the very 
thing we objected to. 

Senator Proxmire. I see. 

Thank you, sir. 

Senator Wiii1ams. Mr. Chairman, I have one short question. 

When was the ceiling of $400 on unsecured loans fixed ? 

Mr. Gannon. In 1949, Senator. It started out with $50 and then 
was progressively increased. 


Senator Wiu1ams. There has been no increase since 1949 ? 
Mr. Gannon. That is right. 

The Cuarmrman. Any further questions ? 

If not, we thank you. 

(Mr. Gannon’s prepared statement follows :) 


STATEMENT BY J. DrANE GANNON, Drrector, BUREAU OF FEDERAL CREDIT UNIONS, 
DEPARTMENT OF HEALTH, EpUCATION, AND WELFARE 


H.R. 8305 proposes 19 substantive changes in the Federal Credit Union Act, 
some of which were originally suggested to your committee by the Department 
of Health, Education, and Welfare, as a part of the Financial Institutions Act, 
S. 1451, 85th Congress. It also provides for eight of the recommendations made 
by us before the Committee on Banking and Currency, House of Representatives. 

Accordingly, we would favor without modification the following 17 proposals = 

1. To extend the loan maturity from 3 years to 5 years subject to amortization 
requirements in accordance with rules and regulations prescribed by the Director. 

2. To permit loans to directors and committee members up to the amount of 
their shareholdings in the credit union as now provided plus the total unencum- 
bered and unpledged shareholdings in the Federal credit union of any member 
pledged as security for the obligation of such director or member of committee. 

3. To more specifically state the prohibition against endorsement of loans for 
borrowers by members of the supervisory or credit committee rather than com- 
mittee member as now provided. 

4. To provide specific authority for Federal credit unions to cash and sell 
checks for members only and to make a reasonable charge therefor in accordance 
with rules and regulations. 

5. To provide for the appointment of the supervisory committee by the board 
of directors rather than by election by the members. 

6. To permit the election of more than one vice president. 

7. To change the title of the position now designated as “clerk” to “secretary.” 

8. To incorporate in the law the limitation now prescribed by the bylaws that 
no executive officer, except the treasurer, shall be compensated as such. 

9. To provide specific authority for the board of directors to compensate the 
necessary auditing assistance requested by the supervisory committee and also 
for the loan officers appointed by the credit committee. 

10. To permit the board to appoint an executive committee to act for it in the 
purchase and sale of securities or the making of loans to other credit unions, or 
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both, and to authorize such committee or a membership officer appointed by the 
board, other than the treasurer, an assistant treasurer or a loan officer, to 
— applications ‘for membership under such conditions as the board’ may 
prese 

11. To specify that dividends may be declared by the board of directors instead. 
of by the members. 

12. To provide that the bylaws may specify semiannual dividends rather tham 
the present limitation to annual dividends. 

13. To permit dividend credit for a full month on those shares which are or 
become fully paid up during the first 5 days of that month. 

14. To permit alincation-of: space . in Federal buildings to those credit-unions 
who have at least 95 percent of the membership of which is composed: of+Fed- 
eral employees at the time of admission into the credit union, and members of 
their families, instead of the present requirement that the membership. be com- 
posed exclusively of Federal employees and members of their families. 

15. To provide specific authority which would permit under certain conditions. 
the conversion from a Federal to a State credit union and from a State to a 
Federal credit union. 

16. To extend the Federal Credit Union Act to the several territories and the- 
Several possessions in addition to the several States, the District of Columbia,. 
the Panama Canal Zone, and the Commonwealth of Puerto Rico. 

17. To amend section 2113(g) of title 18 of the United States Code so that 
robbery of a Federal credit union will be a crime under Federal statute. 

The proposed revision of section 15 of the Federal Credit Union Act would 
increase the unsecured loan limit from $400 as now provided to $1,000 and would 
authorize the credit committee to delegate to a loan officer power to approve 
loans up to the unsecured loan limit. We are quite proud of the loam experience 
of Federal credit unions and we believe that an upward revision of the un- 
secured loan limit is warranted. Your committee, upon our recommendation, 
proposed an unsecured loan limit of $500 in the Financial Institutions Act and 
we again recommended the $500 to the House Committee on-Banking and Cur- 
rency during the consideration of this bill. While we believe that some upward 
revision is justified we do not feel that. the $1,000 limit is warranted by ex- 
perience. 

We also support a delegation of authority to a loan officer te approve loans 
within certain limitations. This proposal was also one of our recommendations: 
to your committee for title VII of the Financial Institutions Act. We do not, 
however, believe it desirable to establish a direct relationship between the un- 
secured loan limit and approval of loans by a lean officer. Accordingly, we 
would suggest that adequate relief to the credit committee and prompt service 
to the borrowers could be attained by limiting the delegation of authority to 
the loan officer to those applications for loans of $500 and less. 

‘During .the eonsideration of Federal credit union legislation hy the Commit- 
tee on Banking and Currency of the House our testimony indicated that we did 
not feel legislation to permit the organization of Federal central credit unions, 
and to permit Federal credit unions to invest unlimited funds in shares of cen- 
tral credit unions, is either necessary or desirable. We further indicated that 
this type of central credit union could not meet the real need of credit unions 
for a source of discount which would permit them to maintain the liquidity 
necessary to adequately serve their members. H.R. 8305 would require the 
Director of the Bureau of Federal Credit Unions to submit to the Congress on 
or before January 15, 1960, a draft of legislation providing for federally char- 
tered central credit unions. We, of course, would be very happy to study this 
matter further and to submit our findings to the Congress but we do not believe 
that the requirement made by section 3 of the bill is either desirable or 
necessary. 

We would, therefore, recommend that the bill, modified as suggested be en- 
acted by the Congress. 

Now, the committee also has before it S. 1786 and S. 1985 which propose 22 
substantive changes in the Federal Credit Union Act. 

Since 19 of these changes, including 7 which were amended as we suggested, 
are included in H.R. 8305 they have.been commented on. 

Both S. 1786 and S. 1985 propose a new authority for the chartering of Federal 
central credit unions and also the authority to permit Federal credit unions to 
invest unlimited funds in the shares of Federal and State central credit unions. 
Actually these proposals add very little flexibility for Federal credit unions. 
The present act permits Federal credit unions to borrow from any source. It also 
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permits them to make loans to other credit unions. In addition there are officers 
eredit unions which provide additional sources of borrowing for the officials 
who are limited in their borrowing from their own credit union. It is acknowl- 
edged that a number of the States do permit the organization of central credit 
unions and the investment therein by State-chartered credit unions. It seems, 
however, that through this vehicle there has developed in an unorganized manner 
a quasi-central system which in terms of economic stress could not, as I pointed 
out above, meet the real need of credit unions for a source of discount which 
would permit them to maintain the liquidity necessary to adequately serve their 
members. Certainly central credit unions which operate under the same statu- 
tory provisions as other credit unions could not hope to service any more effec- 
tively the needs of credit unions than the facilities that are now available. 

We do not believe that a strong case could be made for unlimited investment 
by Federal credit unions in shares of central eredit unions in order to obtain a 
greater yield from investments. We believe that experience has indicated that 
central credit unions could not pay a higher rate of dividend than the yield 
normally returned by the presently permitted investments. 

In view of these considerations we do not feel that legislation to permit the 
organization of Federal central credit unions and to permit Federal credit unions 
to invest unlimited amounts in shares of central credit unions is either necessary 
or desirable and we would, therefore, not recommend these proposals for adoption: 

8. 1786 and 8S. 1985 further propose a new requirement that in every case of an 
adjudication by the Director under the Federal Credit Union Act, determinations 
shall be made on the record after providing an opportunity for a hearing to all 
persons and credit unions who may be directly affected by any order that may be 
issued as a result of such adjudication. First of all, we are not aware of any 
expressed desire for this provision by Federal credit unions. Further, we do not 
believe that the absence of this requirement during the 25-year history of Federal 
credit unions has presented any problem for either the Federal credit unions or 
the Bureau. In view of the fact that the Bureau operates without any appro- 
priation of Treasury funds we are especially concerned with the additional 
time and expense that would be entailed. The funds that support the Bureau 
come directly from the fees paid by Federal credit unions and we would not be 
able to assume any additional items of expense without an increase in the fees 
charged. Certainly, if the future growth of Federal credit unions indicates the 
desirability of such a provision we would favor its adoption, but for the reasons 
stated we would not favor its adoption-at this time. 

8. 1985 proposes a review by the Director if an expelled member requests it 
within 30 days after his expulsion by the members of the Federal credit union. 
The scope of this review and its consequences are not specified in the bill. If 
all that is intended is a limited review of the legality under the act and the by- 
laws of the procedure taken in the expulsion action, we believe the amendment 
is unnecessary. Authority already exists under the law for us to take action in 
ease of violations of the law or of the bylaws, and the severity of the only 
available sanction, which is the revocation of the charter—the bill apparently 
proposes no alternative—provides a strong deterrent and makes for very rare 
use of the authority. Any member of a Federal credit union is free to call to 
our attention any violation of which he is aware—whether in connection with 
his expulsion or otherwise—and to request an investigation. The Bureau has 
never been reluctant to conduct such investigations and to attempt to correct 
any violations of the law or the bylaws. 

If, however, it is intended that the review is to include consideration of the 
merits of the dismissal, we would be opposed to it as unduly interfering with 
the rights of the credit union, since the expulsion must be preceded by a two- 
thirds vote of the members present at a special meeting properly called for that 
purpose and only after an opportunity for the member involved to be heard. 
The absence of standards in the act with respect to the right of a member to 


retain his membership would be an added ground for recommending against 
the proposal. 


The Cuarmman, The next witness will be Mr. Julius Stone, presi- 
dent, Credit Union National Association. 
‘The Chair will recognize Mr. Stone. 
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STATEMENT OF JULIUS STONE, PRESIDENT, CREDIT UNION 
NATIONAL ASSOCIATION 


Mr. Sronx. Mr. Chairman, may I have the privilege of having Mr. 
Vance Austin, the managing director of CUNA up here? 

The Cuarrman. Yes, indeed. 

Senator Proxmire. I would like to say that Vance Austin is a resi- 
dent of Madison, Wis: We are extremely proud of Mr. Austin and 
his organization. Their international headquarters is in Madison 
and we are mighty happy to have them there. They are a great asset 
to my State and the home community. 

The Cruamman. We are pleased to have him with us here this 

morning. 
Mr, $row. Mr. Chairman, in view of your statement that time is 
short and in view of the recent statement of the Director of the Bu- 
reau indicating that as far as the Bureau is concerned, there are only 
two or three points on which there might be some clarification, may I 
suggest that instead of proceeding as I had intended to, I will follow 
the chairman’s suggestion and I will make a brief statement and then 
ask that the summary which we should like to present be read into 
the record. 

The Cuamman. Without objection, the witness’ full statement will 
ap in the record and he can summarize it. 

r. Stone. My name is Julius Stone. I am president of the Credit 
Union National Association, Inc. During the 2 years prior to my 
election to this office, I served as a vice president of the organization 
and as chairman of its legal and legislative committee. We are cele- 
brating this year the 50th anniversary of the first credit union law in 
this country—and I am proud to be a citizen of the State whose legis- 
lature first enacted that, Massachusetts—the 25th anniversary of our 
national association, and, more directly in point here, the 25th an- 
niversary of our Federal Credit Union Act. 

We are grateful to Chairman Robertson and the members of this 
committee for the opportunity to appear before you and to present 
our views on H.R. 8305. And we are delighted to note that the House 
of Representatives this bill without objection. 

The Federal Credit Union Act, passed in 1934, has proved to be one 
of the most workable and worthwhile pieces of legislation ever passed 
for the benefit of the common man. It has-been a blessing to literally 
millions of people who in the past 25 years have enjoyed the benefits 
of membership in a Federal credit union. 

At the present time there are more than 9,500 Federal credit unions, 
operating in each of the 50 States of the Union, and in the Canal 

ne, the District of Columbia, Puerto Rico, and the Virgin Islands. 
These Federal credit unions provide many of the everyday thrift 
and credit needs of approximately 5,200,000 Americans. 

Although the Federal Credit Union Act has been in existence only 
half of the 50 years during which credit unions have operated in this 
country, almost half of our 20,000 credit unions have been chartered 
by the Federal Government, and almost half of the 11 million credit 
union members in the United States are members of Federal credit 
unions. 

As of December 31, 1958, these Federal credit unions had assets in 
excess of $2 billion, and they are growing at a rate of approximately 
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$300 million each year. These assets represent the savings of many 
American families—many average American families—who previ- 
ously would have saved only a-small fraction of this amount. It is 
interesting to note that the size of the average credit union is approxi- 
mately $70,000 in terms of assets. 

The first Federal credit union was organized by the municipal em- 

loyees of Texarkana, Tex., shortly after the original Federal Credit 

nion Act was passed 25 years ago. It may be of interest to you to 
note that its name is.the Morris Sheppard Federal Credit Union in 
honor of the late Senator Morris Sheppard, sponsor of the original 
Federal Credit Union Act. 

Since their beginning in 1934 Federal credit unions have loaned 
their members approximately $12 billion for provident and produc- 
tive purposes. cee $2 billion of this amount was loaned out to Fed- 
eral credit union members during 1958 alone. But this is only half 
of the full picture because during 1958 a total of $222 million was 
added to the savings of Federal credit union members, and we respect- 
fully submit that this probably might not have have happened had 
it not been for the fact there were Federal credit unions in existence 
who were serving this need. 

I point out these facts so that you gentlemen can fully appreciate 
the extensive impact the Federal Credit Union Act has had on the 
citizens and economy of our country in the relatively short period of 
25 years. 

As illustrated by these figures,'the biggest and best accomplishment 
of the act. has been the way in which it has enabled millions of Ameri- 
cans to join together in credit unions to help each other learn to save 
and to provide each other with a constant and convenient source of 
low-cost credit. This twofold accomplishment has been recognized 
by Government, financial, industrial, labor union, religious, and com- 
munity leaders for many years, and many of them have spoken out 
frequently in full support. of the credit. union’s purposes and phi- 
losophy. 

Operating on the theory that.man’s most. valuable asset is his char- 
acter, these Federal credit unions have marked up an outstanding 
record of collection in the past 25 years. During this time, less than 
one-fifth of 1 percent of the billions of dollars they have loaned has 
not been repaid by their members—a record that any financial insti- 
tution would be more than proud of. 

It must also be said, however, that even though the Federal Credit 
Union Act has proven to be a remarkably-effective instrument during 
the 25 years of its existence, it has not. kept pace in many respects with 
the widespread changes that have taken place in our.economy, and 
with the evolving needs of Federal credit unions and their members. 

For this reason, the legislation before you was introduced in this 
session of Congress. The purpose behind each of the suggested 
revisions is to bring the act into tune with today’s economy, while 
maintaining the basic philosophy of the credit union movement. As 
all of us know, there has been a tremendous change in the credit 
needs and habits of the average American family during the past 
decade. Credit has become the heart of our economic system. It 
has now been 10 years since the unsecured loan limit in the Federal 
Credit Union Act. was increased from. $300 to $400 and during these 
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10 years the cost of basic s and services has increased substan- 
tially. In some cases it has more than doubled. This requested 
increase and the other changes in the act are essential, we respect- 
fully submit, in order to enable Federal credit unions to serve their 
members in the future at least as well as they have in the past. 

Two other bills, S. 1786 and S. 1985, which also propose to amend 
and modernize the Federal Credit Union Act, are before the commit- 
tee. They contain the following additional major changes: 

1. To provide for the chartering of Federal central credit unions 
with a eld of membership of Federal and State chartered credit 
unions, and directors and committee members of such credit unions 
within a well-defined geographical area. 

2. To permit investment by Federal credit unions in the shares of 
central credit unions. 

Federal credit unions have been seeking these amendments or simi- 
lar changes in the Federal law for a number of years. We are disap- 
pointed that these changes were not included in H.R. 8305 as it passed 
the House of Representatives. However, since H.R. 8305 does contain 
many other improvements that are long overdue and urgently needed 
by Federal credit unions, we are urging that the committee approve 
this bill in its present form. 

The attached statement and explanation of the amendments and the 
purpose they are intended to serve refer only to H.R. 8305. 

I should like to add some additional notes of my own. It would 
be very appropriate, Mr. Chairman and gentleman of this committee, 
if, on the occasion of the 25th anniversary of the Federal] credit union 
law, which we are observing this year, the Congress would give the 
people of the United States who are interested in Federal credit 
unions this much-needed legislation. 

I respectfully submit, with reference to the provisions relating to 
loan officers, that if you decide to increase the maximum signature loan 
limit to $1,000, then the loan officers ought to be authorized to make 
loans up to that amount. 

I do not think it would work out very well if the maximum signa- 
ture loan amount were more than $500 and the authority of the loan 
officers was limited to $500. 

And. then may-I say just-a word in-connection with this: We are 
asking that the signature loan limit. be increased from $400 to $1,000 to 
allow credit unions to more effectively satisfy the consumer credit 
needs of the expanding credit union membership. Congress has pro- 

ressively increased this limit from $50 initially in the original act to 
$100 in 1940, $300 in 1946, and $400 in 1949. The experience of Fed- 
eral credit unions on loans of this type has been very good over the 
years, and it is felt that the rising cost of commodities and services, 
coupled with the progressive growth in knowledge on the part of 
credit. unions of the character and financial responsibility of their 
members, warrants the requested increase in the signature loan limit. 

When an application for a loan is considered by a credit union, the 
purpose of the loan, the member’s ability to repay, and the member’s 
character are the major determining factors. Security on loans up 
to $1,000 is often taken simply to satisfy the act. We do this because 
on the basis of our wide experience we know that these people want 
to, and are fully able to:repay these loans. 
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Loans requiring security are time consuming in terms of record 
keeping and create additional expense through the processing of 
mortgages, the paying and recording of fees, additional postage, ma- 
terials, etc. If the proposed change meets with your approval and 
we are permitted to grant loans up to $1,000 without additional 
security, it will reduce these expenses and allow Federal credit unions 
to operate more efficiently. Of course, the credit committee or a desig- 
nated loan officer would carefully consider such larger signature loans 
in order to fully protect members’ shareholdings. 

Many State-chartered credit unions, as well as other types of lend- 
ing institutions, are not restricted to signature loans in the amount 
of $400. In some instances there are no restrictions at all in the 
State credit union act. The present limitation in the Federal Credit 
Union Act results in many members in need not availing themselves to 
the fullest extent of our credit facilities. 

The Cuarrman. May the Chair interrupt? Rather than read that, 
will you not just put it in the record? Tf you have something else 
to add or will summarize what is in the record, do that. As you 
know, our time is limited. 

Mr. Srong. I appreciate that. I think that the summary I have 
included in the statement, if read into the record, will cover these 
matters, Mr. Chairman. 

The Cuarrman. We thank you very much. The Chair is very much 
interested in the statement that you had a credit union in Wisconsin 
25 years before the Federal law was passed. 

Mr. Stronz. In Massachusetts. And I have been treasurer of that 
credit union in Massachusetts for more than 32 years. 

The Cuatrman. What about Wisconsin? Did they have a law 
ahead of the Federal one? 

Mr. Austin. Yes, for some years ahead of it. 

The CHarrman. How many years? 

Mr. Avustrn. Mr. Gannon could tell us. 

Mr. Gannon. In 1923, Mr. Chairman. 

The Crarrman. In 1923. That explains why you have so many 
more members than Virginia. 

We have 122,800 members in Virginia and you have 325,000 in 
Wisconsin. But in Wisconsin the State law permits unsecured loans up 
to $500 and that probably accounts for why you have so many more 
State credit unions than Federal ones. 

Senator Sparkman was very much interested in this program, and 
he introduced a bill on the subject. 

Senator Sparkman unfortunately had to leave last night to keep 
a long-standing en ment to speak to the American Bar Associa- 
tion in Miami, Fla. I am sure he would like to be here to take part 
in this hearing. 

You have heard Mr. Gannon say that the limit should not be more 
than $500, and the House bill had $1,000. Senator Sparkman told 
me before he left that he thought the committee would be well advised 
to come in between those amounts at some appropriate figure. 

The second thing Senator Sparkman said was that he thought in- 
stead of directing Mr. Gannon to submit a bill on central credit unions, 
it would be better to direct him to make a study and submit a report 
with recommendations of legislation if the Department of Health, 
Education, and Welfare thought it wise. 
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We have, as you know, three bills before us. Senator Sparkman 
thinks that we ought to take the House bill with those two modified 
changes, to get the substance of what you have recommended, plus an 
increase in the maximum of unsecured loans, and have a chance to 
write something into law, rather than to continue these hearings to 
consider additional matters. 

Which would you prefer? That the committee make some con- 
cessions to the time schedule, or that the committee consider all these 
recommendations at length ? 

Mr. Sronz. Mr. Chairman, I personally would feel very happy if 
the bill, as you indicated, was enacted at this time. 

Senator Proxmire. Could I ask something at that point, Mr. 
Chairman ? 

The Cuarmman. The Chair recognizes the Senator from Wisconsin. 

Senator Proxmie. Did I understand you to say that the study that 
would be made by Mr. Gannon would be made in the event. they 
wanted to make it, or did you mean that the study would be required, 
but the report would not be a legislative draft but simply a recom- 
mendation ? 

The CHamman. The study would be required and the require- 
ment would be written into the bill. The Department would be 
called upon to recommend legislation if it was thought that legisla- 
tion was desirable. But the study would have to be made in any 
event. 

Senator Proxmier. Thank you. 

The Cuarmman. The Chair recognizes any members on the right 
who wish to inquire. 

Senator Busu. Just one question, Mr. Chairman? 

The Cuarrman. The Senator from Connecticut, Mr. Bush. 

Senator Busu. What is the present borrowing power of the credit 
unions? What limits exist upon that borrowing power, if any? Is 
there any general limit? 

Mr. Stone. Yes; there is a provision of law that a credit union may 
borrow up to 50 percent. 

Senator Busu. Is that of its assets? 

Mr. Austin. An amount equal to 50 percent of the savings in the 
ate union they may borrow from another Federal credit union or 

k. 

Senator Busu. That is a regular rule for all credit unions? 

Mr. Stone. Yes, sir. 

Senator Busu. Is that a regulation or part of the law? 

Mr. Stone. Part of the law, “to borrow in accordance with such 
rules and regulations as may be prescribed by the Director from any 
source in aggregate amount not exceeding 50 percent of its paid-in 
and unimpaired capital and surplus.” 

Senator Busu. Could you tell us, then, ee to what ex- 
tent that is availed off Do you have any figures on that? Is ita 
general practice of credit unions to borrow ? 

Mr. Strong. Yes, I understand it is. ; 

Senator Busn. In other words, they really have more demand for 
loans than they accumulate in savings within their institutions? Is 
that right? 
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Mr. Stone. I understand some of them do. Sometimes this depends 
upon seasonal requirements. Last week I was in Denver, Colo. They 
told me they had a very difficult situation there. They were not able 
to get the money to take care of the needs of their people in that 
particular credit union in Colorado which was suffering from a short- 
age of funds resulting from a strike. 

Senator Busy. You do not have in mind a figure—there are 9,500 
credit unions, I believe you said—you do not have in mind a figure 
of what percent of their total assets may be borrowed on? Are the 
borrowing as a group of banks? They have a total, of about $2 bil- 
lion of savings according to the testimony here. What are the total 
loans outstanding at some period like the end of last year, or March 
31, or some other date? dan you give us some idea? 

Mr. Stone. Yes, Senator, may I ask Mr. Gannon to give you them. 
It is in his report and he has them here. 

Mr. Gannon, will you answer this question ? 

Mr. Gannon. At the end of 1958, Federal credit unions had bor- 
rowed outstanding $37,481,000. 

Senator Bus. "They were borrowing $37 million ? 

Mr. Gannon. Thats right. 

Senator Busu. And their total assets were—— 

Mr. Gannon. $2 billion. 

Senator Bus. So actually the borrowing at that sta eppearen 
to be a very small percentage of their total assets_$37 mi ion of 
borrowing’s compared with $2 billion of assets? 

Mr. GANNON. es 

Senator Busu. That is what I wanted to get. Thank you. 

Senator Proxmire. May I ask one more question ? 

Mr. Stone, the main objection to increasing the unsecured loan 
limit to $750 or $1,000 or to anything above $500 was that it would 
endanger the fine record the credit unions had on repayments. What 
is your answer to that? 

r. Srone. I think you asked Mr. Gannon if there was any study 
he had made or any record which would tend to indicate that loans 
between $500 and $1,000 would probably not be repaid as well as loans 
of lesser amounts. 

Senator Proxmire. Let me ask you of your own personal expe- 
rience. 

Mr. Sronr. My own experience is that repayment would be better 
than in the case of the smaller $50 or $100 unsecured loans. 

Senator Proxmmer. Does CUNA have a record on the basis of its 
experience? Does it have a record or are they both approximately 
the same? . 

Mr. Stone. Mr. Austin points out that we have no statistics in con- 
nection with that, but I have expressed my personal experience over 
a period of 32 years in my own State-chartered credit union in Massa- 
chusetts, and my own personal experience as a result of contacts with 

ple in other credit unions, that there is no probability that these 
oans would be repaid in a less satisfactory manner than loans under 
$500. And my own feeling is they would be repaid much better than 
loans under $500. 

And of course I ought to point out that the credit committee in each 
credit union would determine the amount which it loaned, so it would 
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not have to loan the maximum, and would not loan the maximum in 
many cases if the credit union did not think it was desirable. 

Senator Proxmie. Mr. Chairman, I just have one other point I 
want to raise a question on, and that is this cashing of checks and 
money orders. All three bills, as I understand, would empower 
Federal credit unions to sell to members checks and money orders and 
cash checks for members. The two Senate bills would permit selling 
of checks to people eligible to become members in the union. 

There is some objection to this, I understand, particularly the latter 
part—cashing checks for nonmembers who are eligible to become 
members ? 

Mr. Stone. Well, Senator, it seems to me this matter of cashing 
checks and selling checks results by reason of a great need which has 
been demonstrated over and over again, especially right here in the 
District of Columbia, where people have had to leave their place of 
employment and go to distant banks in order to cash Sheck or in 
order to buy checks. 

Now I do not know how much that has amounted to in loss of time. 
And this same situation, the great need which exists in the District of 
Columbia, can be duplicated in many other sections of the country in 
pints where people are paid by check and where they do not have 

anking facilities or where the banking facilities are so remote that 
they cannot easily reach a bank. 

Senator Proxmire. My point here is that the objection is made 
that this is a banking function, that this is not a function that should 
be performed by a credit union that does not have the responsibilities 
mae the obligations and the legal limitations and so forth that the 
banks have. I wonder if you could meet that objection. The objec- 
tion is that it is not appropriate for them to operate in such a way. 

Mr. Sronr. We want to be able to do this, Senator, in places the 
banks are not giving this service. We want to be able to meet the 
needs of these people who have the right to become members of the 
credit union, even though they are not now members of the credit 
union, as well as those who are members of the credit union, and who 
cannot get these services at banks or any place else, except in credit 
unions which are easily accessible and available to them. 

Senator Proxmie. You see, then, no damage to the public interest 
in credit unions doing this or no interference with banks or no com- 
petition in performing a function that banks perform ? 

Mr. Stone. I do not see any competition. I do not see any difficulty. 
As a matter of fact, I have been told that the experience of some of 
the very large credit unions who are cashing many checks outside of 
this area is that they are losing money every time they cash a check or 
sell a check, but they are doing this because they feel that this is a 
matter of service that they must render to their credit union people 
who cannot get to any bank, and who are not close enough to banks to 
be able to get that service any place else. 

This is not something that we want in order to compete with banks 
or to make money. This is something the credit union people want in 
order to get a service that they cannot get any place else. And if they 
can get that service more easily at a bank, we want them to go to a 
bank and get the service there. 
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Senator Proxmire. One more question: Would you object to limit- 
ing this check-cashing and selling and money order business to mem- 
bers only, and not including those who are eligible? 

Mr. Srons. The suggestion has been made that it be limited to 
members only. My own feeling is that if a man belongs to the same 
factory or is in the Department of Justice in Washington and wants 
that service and is not a member of the credit union but has a right to 
be a member, the service ought to be given to him. That is my 
personal feeling. 

woe Cuarrman. If there are no other questions, we thank you very 
much. 

Mr. Stong. Thank you. 

(The material accompanying Mr. Stone’s statement follows :) 


FeperaL Crepir Unron Act—SumMMaAry OF CHANGES ProposED IN H.R. 8305 
(All of these changes are supported by the Credit Union National Association) 


1. Increase the loan maturity limit from 3 to 5 years, with authority to the 
Director of the Bureau to prescribe rules and regulations governing loan 
a but that he may not require payments more frequently than 
“annually. 

2. Permit loans to directors and committee members up to the amount of their 
shareholdings in the credit union plus the total unencumbered and unpledged 
shareholdings in the credit union of any member pledged as security for the 
obligation of such director or committee member. 

3. Permit appointment by the credit committee of one or more loan officers to 
sapprove loans up to the unsecured limit, or in excess of such limit if the 
excess is fully secured by unpledged shares. 

4. Sell to members negotiabie checks (including travelers checks) and money 
orders, and to cash checks and money orders for a fee which does not exceed 
the direct and indirect cost of providing such service. 

5. Appointment of supervisory committee by the board of directors, one of 
whom may be a director other than the treasurer. 

6. Provide for one or more vice presidents. 

7. Change position called “clerk” to that of “secretary.” 

8. Prohibit compensation to any director, committee member, or officer other 
than the treasurer for services rendered as such. 

9. Authorize board to compensate necessary clerical and auditing assistance 
(requested by the supervisory committee) and loan officers (appointed by the 
-credit committee). 

10. Appointment by board of an executive committee of not less than three 
directors to act for it in the purchase and sale of securities or the making of 
‘loans to other credit unions, or both. Such executive committee or a membership 
-officer appointed by the board from among the members of the credit union, 
other than the treasurer, and assistant treasurer, or a loan officer, may be 
authorized by the board to approve applications for membership under such 
conditions as the board may prescribe. 

11. Increase signature loan limit from $400 to $1,000. 

12. Provide for declaration of dividends by the board of directors. 

13. Permit annual or semiannual dividends as the bylaws of each credit 
union may provide. 

14. Permit dividend credit for a month on shares which are or become fully 
paid up during the first 5 days of that month. 

15. Permit allocation of space in Federal buildings for credit unions hav- 
ing a membership composed at least 95 percent of persons who are presently 
Federal employees or were Federal employees at the time of admission to the 
credit union. 

16. Provision for conversion from Federal to State charter and vice versa. 

17. Expand act to apply to the several States, the District of Columbia, the 
~several territories and the several possessions of the United States, the Panama 
«Canal Zone, and the Commonwealth of Puerto Rico, 

18. Make robbery of a Federal credit union a crime under Federal statute. 

19. Director of the Bureau of Federal Credit Unions to submit to Congress 
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on or before January 15, 1960; a draft of legislation providing for federally 
chartered central credit unions. 

20. Modify various sections of the act for the purpose of modernization and 
clarification, without making substantive changes. 


SuMMaRY OF CHANGES IN FeperaL Creprr UNron Act Con'TAINED IN H.R. 8305 


Amendment to section 7(5) (12 U.S.0. 1757(5) ) 


To increase loan maturity limit from 3 to 5 years. 

Purpose—To allow Federal credit unions to more adequately meet the de- 
mands of their members for various types of loans. For instance, a 5-year loan 
maturity on home repair and modernization loans would be more feasible for 
many credit union members. Also, there are many occasions when a credit 
union member has suffered a series of financial catastrophes and wishes to bor- 
row additional funds or consolidate his debts but is realistically unable to 
liquidate such an obligation within a 3-year period. Under these conditions, 
if the member is of sound character, the credit union often wishes to extend 
a longer term loan. Such loans can be a sound use of credit and are consistent 
with the fundamental purposes and goals of credit unions. 

The Director is also given authority to prescribe rules and regulations goy- 
erning loan amortization, with the limitation that he may not require payments 
more frequently than annually. 


Amendment to section 7(5) (12 U.S.C. 1757(5) ) 


To permit loans to directors and committee members up to the amount of their 
shareholdings in the credit union plus the total unencumbered and unpledged 
shareholdings in the credit union of any member pledged as security for the 
obligation of such director or committee member. (The present law permits 
loans to be made to directors and committee members only up to the amount of 
their individual shareholdings. ) 

Purpose.—To liberalize borrowing restrictions regarding officials. It is often 
difficult and in some instances almost impossible to secure members to serve as 
directors, officers, or committee members because of the present limitation in 
the law on the borrowing privileges of persons serving in such capacities. As 
a result, credit unions are not always getting the most capable leadership avail- 
able from the qualified membership. This weakness would be remedied to a 
large degree by the proposed liberalization, and at the same time due regard 
for the safety of the funds of the credit union would be retained. 


Amendment to section 7 (12 U.S.C. 1757) 


In accordance with rules and regulations prescribed by the Director, to allow 
Federal credit unions to sell to members negotiable checks (including travelers 
echecks) and money orders, and to cash checks and money orders for members, 
for a fee which does not exceed the direct and indirect costs incidental to pro- 
viding such service. 

Purpose.—The Bureau of Federal Credit Unions has held that, in the absence 
of a specific provision in the Federal Credit Union Act permitting such activity, 
Federal credit unions may not cash or sell checks for a fee. Formerly, credit 
unions had been engaged in this activity and the ruling has created considerable 
hardship. The activity, which is desired and requested by the members, results 
in certain direct and indirect costs. It is only fair and equitable that these costs 
should be borne by those directly availing themselves of the service, rather than 
by the general membership. This principle has been accepted by the credit 
unions directly involved and, as the owners of the credit unions, they should have 
the right to provide this service for themselves. 


Amendment to section 11(a) (12U.S8.C.1761(@) ) 


To provide for appointment of the members of the supervisory committee, one 
of whom may be a director other than the treasurer, by the board of directors. 
The present law provides for election of supervisory committee members by the 
membership. 

Purpose.—Under the present law, the board of directors has no authority over 
the supervisory committee. It is consistent with the board’s responsibility for 
the general direction and control of the affairs of the credit union that it be 
in a position to require this committee to function effectively. This amend- 
ment gives the board the power of appointment of members to the supervisory 
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committee and charges the board with more direct responsibility for supervisory 
committee performance. 


Amendment to section 11(b) (12 U.S.C. 1761(b)) 
To provide for one or more vice presidents. 
Purpose.—To eliminate the necessity for an amendment to the bylaws in order 


to so provide. This change would be of particular significance to credit unions 
requiring an additional cosignatory on checks. 


Amendment to section 11(b) (12 U.8.C. 1761(b) ) 


To change position of officer called “clerk” to that of “secretary.” 
Purpose.—To give the position a title which is more descriptive of its function 
and to add dignity and stature to the office. 


Amendment to section 11(@) (12 U.S.C. 1761(@)) 

To prohibit compensation to any executive officer other than the treasurer for 
services rendered as such. 

Purpose.—To provide that only the treasurer, as general manager of the credit 
union, may be compensated for his services. Service without pay by the direc- 
tors, committee members, and all other officers is consistent with credit union 
philosophy. Under the present law all of the officers of a credit union may be 
compensated to such extent as the bylaws may provide. 


Amendment to section 11(c) (12 U.S.C. 1761(c) ) 


To provide for appointment by the board of an executive committee of not 
less than three directors to act for it in the purchase and sale of securities or 
the making of loans to other credit unions, or both. Such executive committee 
or a membership officer appointed by the board from among the members of the 
credit union, other than the treasurer, and assistant treasurer, or a loan officer, 
may be authorized by the board to approve applications for membership under 
such conditions as the board may prescribe. 

Purpose.—The board of directors usually meets only once a month. These 
changes would allow action more promptly in limited areas, where authorized 
by the board. Thus, credit unions could make their services and benefits avail- 
able more quickly to applicants for membership, either by authorizing applica- 
tions to be approved by the membership committee, or by appointing a member- 
ship officer for that purpose. Similarly, investments and loans to other credit 
unions could be handled more effectively under the new amendment. 


Amendment to section 11(c) (12 U.S.C. 1761(¢) ) 


To authorize the board to compensate necessary auditing assistance 
appointed by the supervisory committee and loan officers appointed by the credit 
committee. 

Purpose.—To assist the supervisory committee in functioning more effectively 
by providing for assistance which may be compensated. This committee, which 
is charged with the responsibility for making regular internal audits of the 
credit union, often requires outside assistance. Compensation for loan officers 
who would take some of the burden off the credit committee is based upon the 
same principle. 


Amendment to section 11(d) (12 U.S.C. 1761(d) ) 


To increase signature loan limit from $400 to $1,000 

Purpose.—To allow credit unions to more effectively satisfy the consumer 
credit needs of the expanding credit union membership. Congress has progres- 
sively increased this limit from $50 initially in the original act to $100 in 1940, 
$300 in 1946, and $400 in 1949. The experience of Federal credit unions on 
loans of this type has been very good over the years, and it is felt that the 
rising cost of commodities and services, coupled with the progressive growth in 
knowledge on the part of credit unions of the character and financial responsi- 
bility of their members, warrants the requested increase in the signature loan 
limit. 

When an application for a loan is considered by a credit union, the purpose of 
the loan, the member’s ability to repay, and the member’s character are the 
major determining factors. Security on loans up to $1,000 is often taken simply 
to satisfy the act. We do this because on the basis of our wide experience we 
know that these people want to and are fully able to repay these loans. 

Loans requiring security are time consuming in terms of recordkeeping and 
create additional expense through the processing of mortgages, the paying and 
recording of fees, additional postage, materials, ete. If the proposed change 
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meets with your approval and we are permitted to grant loans up to $1,000 
without additional security, it will reduce these expenses and allow Federal 
credit unions to operate more efficiently. Of course, the credit committee or 
a designated loan officer would carefully consider such larger signature loans 
in order to fully protect members’ shareholdings. 

Many State-chartered credit unions, as well as other types of lending institu- 
tions, are not restricted to signature loans in the amount of $400. In some 
instances there are no restrictions at all in the State credit union act. The 
present limitation in the Federal Credit Union Act results in many members 
in need not availing themselves to the fullest extent of our credit. facilities. 
Often they obtain much larger amounts elsewhere on their signatures. Of 
course, the cost is usually greater—often several times greater—than our credit 
union rate of interest. 

Our expanding economy and standard of living in this country have created 
a situation in which $400 can no longer be considered a great deal of money. 
For example, many of our credit unions make loans to needy students for the 
cost of their college education, to members for family medical expenses, and to 
homeowners for home improvements. As all of you know, the expense involved 
in each of these cases, and in many others like them, has increased tremendously 
within the past 10 years. The present requirement that security be obtained 
on the amount over our present $400 unsecured limit creates a complication 
and unnecessary delay in processing these loans that is highly undesirable. 
- Credit unions have always considered service to their members as their primary 

objective, and the limitation placed on them by the present $400 maximum forces 
them to be unable to adequately serve their members in many of these highly 
desirable and necessary credit needs. A substantial increase in the current 
unsecured loan limit is the only way in which Federal credit unions can fulfill 
these needs. 


Amendment to section 11(d) (12 U.S.C. 1761(a@) ) 

To permit appointment by the credit committee of one or more loan officers 
to approve loans up to the unsecured limit, or in excess of such limit if the excess 
is fully secured by unpledged shares. 

Purpose.—-To provide a realistic, practicable means of reducing the burden 


upon the credit committee in credit unions having a large and continually increas- 
ing volume of loan activity. Also, due to the fact that the committee, which is 
not compensated, is often scattered and finds it difficult to meet frequently and 
on short notice, proper consideration and prompt loan service in emergencies 
is not feasible. A loan officer would be in a position to move quickly in instances 
of this nature. The credit committee would be fully apprised of his activities 
since he would be required to furnish them with a record of all loan applications 
approved and of loan applications not approved within 7 days of such action. 
Official action on loan applications not approved by the loan officer would be 
considered by the credit committee. 


Amendment to section 18 (12 U.S. 1763) 

To authorize the board of directors to declare dividends rather than the 
membership. 

Purpose.—To transfer this function to the body which is primarily responsi- 
ble for the management and sound operation of the credit union. Also, it is 
in the best position to determine the size of the dividend which should be dis- 
tributed, based upon its intimate knowledge of the organization’s affairs and its 
current and future needs. Further, this would alleviate the condition presently 
existing whereby the members are in a position to declare a dividend in excess 
of that which the credit union can safely and prudently afford to pay. 
Amendment to section 13 (12 U.S.C. 1763) 

To permit annual or semiannual dividends as the bylaws of each credit union 
may provide. 

Purpose.—To allow an alternative to the current requirement that dividends 
be paid annually. This often penalizes members who are forced to withdraw 
shareholdings prior to the yearend, thereby losing the dividend. Adoption 
of the alternate plan would be optional with each currently operating credit 


union and would require an appropriate amendment to the bylaws. Newly 
chartered credit nnions would have an initial choice. 


Amendment to section 13 (12 U.8.C. 1763) 


To provide that dividend credit for a month may be accrued on shares which 
are or become fully paid up during the first 5 days of that month. 
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Purpose.—In many instances members do not receive their compensation until 
the last day of the previous month or the first day of the current month and find 
it impractical to make share payments immediately. Dividend credit under the 
current law does not eommence until the following month. The proposed amend- 
ment would eliminate this inequity and provide an additional incentive for 
saving. 


Amendment to section 21 (12 U.S.C. 1771) 


To permit allocation of space in Federal buildings for credit unions having a 
membership composed of at least 95 percent of persons who are presently Fed- 
eral employees or who were Federal employees at the time of admission to the 
credit union. At present, allocation of such space is permitted to credit unions 
the membership of which is composed exclusively of Federal employees and 
members of their families. 

Purpose.—To allow credit unions to continue the membership of retired Federal 
employees and to extend membership to a limited number of employees of private 
contractors, American Legion, and Red Cross personnel working along with 
Federal employees at Federal installations, without jeopardizing the credit 
union’s eligibility for space in Federal buildings. 

Added section (sec. 23) 

To add a new section to the act to provide for conversion from Federal to State 
charter and vice versa. 

Purpose——To make specific provision for such conversion, Under certain cir- 
cumstances this action may be deemed desirable by a credit union and acceptable 
to the supervisory agencies involved. However, the Federal Credit Union Act is 
silent in this connection. Special authority appears warranted which would 
facilitate the procedure in order that it may be accomplished without dissipation 


of reserves or undue disruption of normal credit union operations and service to 
the members. 


Amendment to 18 U.8.C. 2113(g¢) 

To add a provision making robbery of a Federal credit union a crime under 
Federal statute. 

Purpose——To add robbery of a Federal credit union to the current Federal 
statutory offenses of false entry, forgery, and embezzlement. This proposed 
amendment would permit the Federal Bureau of Investigation to assume juris- 
diction in instances of robbery, as well as the others. 

Amendment to section 22 (12 U.8.0. 1772) 

To expand the provisions of the act to include the several territories and the 
several possessions of the United States. . 

Purpose.—To eliminate the need for future amendments in order to allow for 
the establishment of Federal credit unions in the U.S. territories and possessions 
hereafter created. 

New provision > 


The Director of the Bureau of Federal Credit Unions to submit to the Con- 
gress on or before January 15, 1960, a draft of legislation providing for federally 
chartered central credit unions. 

Purpose.—There is a very real and pressing need for Federal central credit 
unions which can act as a source of additional funds and as an investment me- 
dium for credit unions in a particular geographical area, and which can act as a 
source of credit for directors and committee members, who under existing Federal 
law may not borrow in excess of their shareholdings from the credit unions in 
which they serve in these capacities. 

We are very disappointed that specific provisions authorizing establishment of 
these facilities were not included in this legislation. However, we are hopeful 
that provision for such facilities will be authorized by Congress in the future. 
Other amendments 


To modify various sections of the act. 
Purpose——To clarify and modernize the act without making substantive 


The Cuatrman. The next witness is a representative of the Ameri- 
can Bankers Association. 
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We are pleased to hear from Mr. Frank Powers, president of the 
Kanabec State Bank, of Mora, Minn., representing the American 
Bankers Association. He is accompanied by Mr. Brott, counsel of 
the American Bankers Association. 

We are pleased to hear from you. 


STATEMENT OF FRANK P. POWERS, AMERICAN BANKERS 
ASSOCIATION 


Mr. Powers. Mr. Chairman, Mr. Brott is general counsel of the 
American Bankers Association. 

My name is Frank P. Powers. I am president of the Kanabec 
State Bank, of Mora, Minn. Iam alsoa member of the committee on 
F ederal legislation and of a special committee on credit unions of the 
American Bankers Association. It is in these capacities that I appear 
today to present the views of the association on the bills amending the 
Federal Credit Union Act which are the subject of these hearings. 

Bankers have a definite interest in legislation in the credit union 
field because of the actual and potential impact of credit union oper- 
ations on banks and the public served by banks. It is our desire, at 
the outset, to make clear to the Congress the attitude of the American 
Bankers Association regarding the recent substantial growth of credit 
unions. 

The statement which follows sets forth the policy approved by its 
administrative committee and executive council on April 18, 1959. It 
interprets the role of credit unions in the financial structure, with 
particular regard to their implications for banking. This statement 
of policy reads: 

The American Bankers Association regards as proper and constructive the 
original concept under which a group of persons with a common bond may 
organize and operate a credit union and thereby provide financial assistance 
to each other by pooling savings to lend to those members of the group who 
are in need of credit. 

The association believes, however, that any broadening of credit union func- 
tions and operations beyond this original concept is not in the public interest. 
More than a century of development has provided a framework of public policy 
for banking through which the benefits of healthy competition can be obtained 
without endangering the soundness and strength of the banking system. Federal 
and State legislatures have set forth strict standards for the chartering and 
regulation of banks and those other financial institutions which are intended 
to serve the public at large. This has been done in order to protect the public 
interest. 

The public interest is endangered if other financial institutions organized 
under an entirely different concept are granted additional powers enabling them 
to serve the public at large or otherwise changing significantly the purposes for 
which they were originally intended. The financial system, under such circum- 
stances, becomes exposed to the same unhealthy conditions which so often in 
the past have resulted in financial chaos. fe . 

The association takes full cognizance of the healthy competition resulting 
from the operation of credit unions within their original concept. The associa- 
tion opposes, however, any efforts which serve to alter the original concept of 
the credit union by compromising the basic principles of self-help and responsi- 
bility of the credit union to its own membership. 


It is in keeping with this policy that we present our views and 
recommendations with res to the three bills before you. 

S. 1786 and S. 1985 both provide for the organization of Federal 
central credit unions and authorize Federal credit unions to invest in 
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the shares of such Federal central credit unions and other central 
credit unions. Similar provisions were contained in bills introduced 
in the House which were the subject of hearings before the House 
Banking and Currency Committee. That committee, however, voted 
to report a “clean” bill which was introduced as H.R, 8305, the bill 
before you. This bill omits the provisions for Federal central credit 
unions but provides instead that— 

the Director of the Bureau of Federal Credit Unions shall submit to the Con- 
gress on or before January 15, 1960, a draft of legislation providing for federally 
chartered central credit unions. 

In our view, the pooling of resources among credit unions through 
the instrument of central credit unions is not consistent with the 
principles of the common bond and the responsibility of the credit 
union to its own membership. The credit union appropriately should 
serve its own membership and should not extend the scope of its op- 
eration or lend its resources to other credit unions, the membership of 
which is outside its common bond. Except for temporary purposes, 
investments should be limited to loans to the members of the group. 
Likewise, authority to borrow should be restricted to temporary or 
emergency purposes. Federal central credit unions should not be em- 
ployed as a means of shifting funds between credit unions or broaden- 
ing lending operations beyond the limit of the funds available from 
savings of the members. of the credit union. 

All three bills would extend the maximum maturity on loans made 
by a credit union from 3 to 5 years and would increase from $500 to 
$1,000 the maximum amount that can be loaned to a member on an 
unsecured basis. 

A concentration of loans in longer maturities would lessen the 
liquidity that a credit union otherwise might derive from a more fre- 
quent turnover of its loan portfolio and thus impede its ability to 
serve the credit needs of all of its members. 

The proposed increase in the maximum amount of an unsecured 
loan by 150 percent raises the question as to whether such a substantial 
increase in the size of such loans might not cause undue concentration 
of et in fewer borrowers and thus unduly expose shareholders to such 
risk. 

Your committee approved a much smaller increase in the maximum 
amount of such loans, from $400 to $500, only slightly more than a year 
and a half ago in the Financial Institutions Act, S. 1451. We submit 
that no change in economic conditions has occurred in the last 2 years 
that would warrant the much larger increase in such maximum amount 
provided in the bills before you. 

If the committee believes that loans with longer maturities and in 
increased amounts should be permitted, they should be restricted in the 
aggregate toa percunnee of the credit union’s capital and surplus. 

lso, if the Director of the Bureau of Federal Credit Unions is given 
the authority to provide by regulation for the amortization of loans 
made by Federal credit unions as provided in section 8 of H.R. 8305, 
which authority we think is desirable, he should be given discretion in 
the exercise of such authority to require payments on such loans more 
freqently than annually. 

All three bills would empower Federal credit unions to sell to mem- 
bers checks and money orders, and to cash checks and money orders 
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for members, and to charge a reasonable fee therefor. ‘S. 1786 and 
S. 1985, also would permit the cashing of checks for or selling checks to 
individuals who are eligible to become members in the credit union. 

We see no objection to Congress giving the Federal credit unions 
authority to cash checks and, money orders for its members, which 
authority the courts have held they do not now have, provided that 
this service is limited to their members only. 

The selling of checks and money orders to members, however, is an- 
other matter. Not only is the selling of checks and money orders 
clearly inconsistent with the purpose of a credit union, but also it is 
not appropriate for them to operate as tellers’ windows performing an 
exchange function that would give them the appearance of banks. 
This would be particularly the case where the credit union operates 
under an open charter in an urban community or rural district. We, 
therefore, urge that this authority not be given to Federal credit 
unions. 

We appreciate the opportunity to present our views on this legisla- 
tion to your committee and hope that they will receive favorable con- 
sideration. 

The Cuamman. The Chair understands from your fine statement 
that the principal objections of the American Bankers Association to 
the House bill are the extension of the maximum loan limit from $400 
vo $1,000, and the direction for the preparation of legislation to create 
central banks. 

AM I right in thinking that these are the two things you object to 
most 

Senator Bennerr. And selling checks. 

Mr. Powers. Also the selling of checks. 

The Carman. I did not understand that you attached as much 
importance to the selling of checks, as you did to the $1,000 limitation. 

Mr, Powers. We do, Mr. Chairman. 

The Cuarrman. You attach as much importance to that? 

Mr. Powers. Yes, sir. 

The CrarrMan. We appreciate the compliment you paid the com- 
mittee for increasing the limit on unsecured loans in 1957 to $500, 
but actually that bill was framed in the fall of 1956. Since that time 
there has been a big increase in the charges for hospitals, medical care, 
and so on, as you know. 

In the 10 years since the limit was placed at $400, the cost of medical 
care has gone up 40 percent. We have to recognize that many of these 
unusual demands for quick money come from sickness. So $500 
might have been an appropriate limit in the fall of 1956 when the 
committee counsel, Mr. Don Rogers, and I were figuring on what 
should go into.a new revision of the banking and credit laws of the 
Nation. It is only realistic that we have to give some consideration 
to the requests of. the credit. unions that they be given a little more 
leeway in taking care of the needs of their members. 

The Chair will now recognize other members of the committee who 
may wish to ask questions. 

nator Proxmire. Mr, Chairman, I do not mean to detain you. I 
only have a couple of questions. 
he Cuairman. The Senator from Wisconsin. 
Senator Proxmrre. I think we can get through these quickly. 
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You say in your statement: 


‘The credit union appropriately should serve its own membership and should 
not extend the scope of its operation or lend its resources to other credit unions, 
the membership of which is outside its common bond. 

Why not? They already do loan to each other. Why should they 
not be permitted to develop an efficient method? There is no princi- 
ple involved since they loan anyway. 

Mr. Powers. I am sorry, Senator. Are you talking about loaning 
to individuals now? 

Senator Proxmtre. No; I am referring to your objection where you 
are talking about the central credit unions. You say the credit union 
should not— 
extend the scope of its operation or lend its resources to other credit unions, the 
membership of which is outside its common bond. 

You modify that slightly in the next sentence by saying, “Except 
for temporary purposes.” However, the loans are being made. It 
was so testified by the director. 

Mr. Powers. That is right. 

Senator Proxmrre. In view of the fact they are making the loans, 
why should they not develop a central credit union -system so 
they can make these loans efficiently back and forth and utilize their 
assets as effectively as possible among credit union members through- 
out the Nation ? 

What is the matter with that ? 

Mr. Powers. At the present time, Senator, of course, the present 
lending authority is more or less restricted. It is our feeling that if 
permit a Federal credit union bank to be set up, it would then 

regarded as more or less a reserve bank for credit unions. And it 
is our feeling that the original concept of the organization of the 
credit unions never considered that to be within their scope. 

Senator Proxmire. I see. So you are mainly concerned with the 
notion that credit unions may grow even bigger and may increase 
their loans even more, and may me more competitive with banks 
and savings and loan associations ? 

Mr. Powers. That is one point. 

Senator Proxmire. All right. You testified against increasing the 
loan limits. What is the loan limit in Minnesota? 

Mr, Powers. [amsorry. I donot know. 

Senator Proxmire. It is my understanding that there is not any. 
I wonder, in view of that fact, and the fact that the same practice 
exists in some other States, and the fact that there has not been a bad 
record on repayments, why there should be any real objection on the 
part of the American bankers to an increase from $400 to $1,000. Es- 
specially in view of the eloquent statement of the chairman that the 
loans are being used te a great extent for people who are sick and for 
hospital costs that have increased so greatly. 

r. Powrrs. While it is true that many of the loans were made to 
pay off bills of that kind, I know a great majority of the loans made 
in Minnesota by the credit unions are for other purposes. And from 
our own experience in the banking business, I believe there is a certain 
danger in increasing unsecured loans up to $1,000. 

The concentration of loans would certainly increase the liquidity of 
the lending institution. 
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Senator Proxmire. That is certainly so, and that is why it seems 
to me it would be desirable to permit a central bank so they could 
have a greater flexibility. It is true that they would tie up their funds 
a little more if they were to confine it to 3-year operations. 

Mr. Powers. Senator, you just mentioned the word “bank.” Asa 
banker, if you are talking about competition, operating a smal] coun- 
try bank as I do, in a small country town, I have to think about my 
stockholders and the taxes I pay, and things of that kind. A lot of 
other things might enter into this matter. 

Senator Proxmire. That is right. You have a difficult situation. 
As I understand it, in Mora, Minn., you are in some competition in 
a sense with a credit union. But the credit union is State-chartered 
and is in entirely different circumstances than Federal credit unions. 
Is it not correct that the regulations for Federal and for State credit 
unions are different ? 

Mr. Powers. For the record I would say that we have no quarrel 
with the credit union we have in Mora because we get along fine 
with them, and there is no quarrel with them. But you mentioned 
the word “bank” and we do have other things to consider when we 
operate a bank. 

Senator Proxmime. Thank you very much. 

The CHarrman. The Chair recognizes the Senator from New 
Jersey. 

Sect Wriu1aMms. Just one observation, Mr. Chairman. I am 
advised there is a heavy demand for credit union loans to meet the 
cost of education. I believe it is a fact in the last 10 years the cost of 
education, housing, room and board, and tuition has more than 
doubled. 

A staff member of the committee who was recently a professor on 
a college campus tells me there is increasing pressure for these costs 
to rise even more in order to have college students entirely pay their 
way at these institutions. 

In view of the heavy demand for loans for education, I think this 
should be considered in setting the ceiling on loans. 

Senator Bennetr. May I make a comment? 

The Cuarrman. The Senator from Utah. 

Senator Bennett. I keep remembering there is no limit on secured 
loans. The $400 limit we are talking about applies only to unsecured 
loans. I am wondering how wise it would be for a person to get an 
unsecured loan for financing a college education which would run 
for 3 or 4 years and the cost of which would certainly be in excess of 
$1,000 a year. If I were a credit union official, I am not sure I would 
want to lend unsecured money for that sort of purpose. It is my 
understanding the unsecured loan is something of an emergency 
matter, where the man just has to have the money tomorrow or next 
week and is not prepared to make a long-range provision for its 
security and repayment. 

Senator Wu1ams. My only observation is I would think that 
borrowing money for education is one of the most worthy purposes. 

Senator Bennerr. I do not quarrel with that, but 

Senator Proxmire. On the basis of the record, student loan repay- 
ments have been tremendously good. 
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_ Senator Bennerr. I am not quarreling about that. I am just say- 
ing as the loan officer of a credit union, if T were asked to lend money 
for education, I would be more interested in a secured loan than in 


letting my funds available for liquid and current needs go on an 
unsecured basis. 


Senator Wini1ams. Of course the Federal Government has a loan 
program of its own for education, I believe. 

Senator Bennett. We are not talking about that. 

Senator Wii11ams. I do not believe there is any security required 
for those loans. 


The Cuarrman. Off the record. 
(Discussion off the record.) 


i Cuarrman. If there are no other questions, we thank you very 
much, 

Mr. Powers. Thank you. 

The Cauamman. We have a letter from Senator McCarthy, and let- 
ters and statements from the AFL-CIO and Philadelphia Federal 
Credit Union, which will go in the record. 

(The letters referred to follow:) 


U.S. SENATE, 
COMMITTEE ON FINANCE, 
August 20, 1959. 
Hon. A. WILLIs ROBERTSON, 
Chairman, Commitiee on Banking and Currency, 
U.S, Senate, Washington, D.C. 


Dear SENATOR Rospertson: I am happy to learn that the Senate Committee on 
Banking and Currency will consider bills to amend the Federal Credit Union Act 
on Friday, August 21. 

I believe that credit unions make a valuable contribution to the economic life 
of the Nation and that they are especially important in providing a yardstick 
for reasonable rates on interest for consumers. The record shows that credit 
unions chartered by the States have modernized their laws to meet changing 
conditions. While the Federal Credit Union Act of 1934 has proven to be a very 
effective act, I believe the revision is needed in the light of the experience of the 
past 25 years. 

Accordingly, on last May 19 I introducd a bill to amend the Federal Credit 
Union Act (S. 1985). I have studied the House report and bill as amended 
(HR. 8305). While I regret certain differences from my bill, particularly the 
exclusion of the power to set up Federal central eredit unions, E believe that 
the House bill represents a substantial improvement in the existing law. There- 
fore, I recommend that the Banking and Currency Committee approve and report 
out H.R. 8305 as amended, for consideration by the U.S. Senate. 

With best wishes. 

Sincerely yours, 
Evucene J. McCarrTHy. 


AMERICAN FEDERATION OF LABOR AND 
CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D.C., August 19, 1959. 
Hon. A. Writiis RoeErRTSON, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D.C. 


Dear CHATRMAN RopertTson: While I am not able to appear personally before 
your committee for its hearings on amendments to the Federal Credit Union Act, 
I wish to indicate the full support of the AFL-CIO for needed changes in this 
act, as represented by H.R. 8305, 8S. 1786, and S. 1985, and would like this letter 
to be made part of the record. 

S. 1786 and S. 1985 contain the amendments originally endorsed by the AFL— 
CIO in its testimony before Subcommittee No. 3 of the House Banking and 
Currency Committee. I am enclosing a copy of this testimony for reference. 
It discusses our position in detail. 
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H.R. 8305 has, of course, already been passed by the House of Representatives. 
We consider it a constructive bill, even though it does not make all the changes 
we originally supported. 

We respectfully urge that your committee report this bill favorably to the 
Senate for action before the end of this session of the Congress. 

With all good wishes, I am, 

Sincerely, 
GrorcE D. RILEY, 
Legislative Representative. 


STATEMENT OF GreorGe D. Ritey, AFL-CIO LzGisLative REPRESENTATIVE 


We welcome this opportunity to support certain bills to amend the Federal 
Credit Union Act. These bills are H.R. 5777, introduced by Mr. Patman, H.R. 
3674, introduced by Mr. Multer, and H.R. 3675, introduced by Mr. Anderson. 
All would make virtually the same substantive amendments. In addition, the 
latter twe identical bills would introduce several technical and clarifying changes 
in the language of the act, through consecutive rewriting throughout. 

Many of the amendments contained in these bills were discussed before your 
committee last session during consideration of the comprehensive financial in- 
stitutions bill of 1957. We are not prepared to speak on technical points of the 
proposed changes in the present bills, but we do support strengthening and im- 
provement of ‘Federal credit unions. On specific details, we feel that the testi- 
mony of the Credit Union National Association, which is the direct representa- 
tive of operating credit unions and which has broad knowledge of operating 
experience, should be given primary weight. 

Our position as a labor organization is that we favor all amendments that 
strengthen credit unions, enable them to give better service to their membership, 
increase the safety of funds they administer, and otherwise to enable credit 
unions to operate more effectively. 

The credit union is a unique financial institution specifically tailored to the 
saving and credit needs of working people with moderate and low incomes. The 
great majority of the groups that form credit unions are employee groups, the 
common bond of association being that of the place of employment. Millions of 


trade union members also are members of employee credit unions, and, in addi- 
tion, trade union sponsorship has been an active ingredient in the formation of 
many of these credit organizations. There are, in fact, 464 credit unions directly 
sponsored by AFL-CIO affiliates throughout North America. 


LOW INTEREST VERSUS HIDDEN CHARGES 


Low-interest credit union loans are the small earner’s principal alternative 
to the high-interest rate funds eagerly offered by small-loan companies and to 
the frequently deceptive and expensive charges hidden in installment sales 
contracts. In addition to providing personal credit, credit unions foster habits 
of thrift among their members and render valuable assistance in counseling on 
personal financial problems. 

Such organizations are a strong demonstration of the beneficial resuits to be 
obtained on the principle of mutual self-help. As affirmed by an AFL-CIO 
policy resolution adopted at the 1955 convention : 

“One of the most useful types of cooperative is the credit union through 
which a group pools its own savings and then lends funds to its own rmembers 
at a low-interest rate. In recent years credit unions have grown spectacularly 
and hundreds of AFL-CIO unions have established them, thereby saving millions 
of dollars which otherwise would have been paid out to small-loan companies 
which charge extortionate high-interest rates. Besides, the credit unions earn 
a substantial return for their members in the form of interest paid on their 
savings.” 

LOAN TERMS 


The proposed amendments make two important changes in individual loan 
terms, which we believe will be very beneficial to individual members. One 
would extend the statutory loan maturity limit from the present 3 years to a 
maximum of 5 years. The other would increase the loan amount obtainable on 
a signature basis, from the present $400 to a maximum of $1,000. The present 
maximums have been unchanged since 1949 and are clearly obsolete. 

The longer loan maturity limit will enable some members who might not 
otherwise be able to do so, to undertake home modernization projects and it will 
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enable others to carry through more realistic plans for paying off consolidated 
debts. 

A higher signature loan limit is clearly needed in view of today’s near record 
high prices of goods and services. The sums people may have to muster to 
meet sudden expenses of illness, or to pay for housefurnishings or automobiles 
has increased. 

State small-loan laws, it may be noted, have been progressively raising the 
maximum on loan amounts, particularly within the last 2 or 3 years. Originally, 
most States set a maximum of $300 on small loans. But today, of the 39 opera- 
tive small-loan laws in effect, 28 have limits which range up to $5,000, with 
the usual limit being between $500 and $1,500. Thirteen provide at least a 
$1,000 maximum. 

Beyond the convenience and even necessity of longer loan limits and higher 
signature maximums, credit union experience has indicated that more liberal 
terms may be set with entire safety to credit union funds. 


DIVIDEND POLICIES AND CHECK-CASHING FEES 


We support the amendments relating to dividend payments, which would pro- 
vide additional convenience and benefits to individual members by allowing the 
credit union to declare dividends on a semiannual basis instead of only once a 
year, -if it chose to do so, and to permit dividend accrual on shares becoming 
fully paid up within the first 5 days of the month. The amendment to transfer 
the authority for declaring dividends from the membership to the board of 
directors also has our support. Permission for credit unions to charge fees for 
cashing checks to reimburse them for expenses of clearing checks with banks 
appears a reasonable provision where desired by the membership of the particular 
credit unions involved. 


INTERNAL ADMINISTRATIVE ARRANGEMENTS 


The bills we are supporting would make several amendments affecting internal 
staff arrangements and the powers, duties, and compensation of credit union 
officials. These all appear to be reasonable, but we wish especially to urge favor- 
able action on the amendment permitting the credit committee to appoint a paid 
loan officer to act in its behalf in approving loan applications by individual 
members. Such an arrangement will facilitate quick action for a person who 
needs an immediate loan. For members with emergency credit needs, the elimi- 
nation of the delays involved in convening the credit committee can be vital. 
The decisions of the loan officer would still remain subject to review by the 
credit committee, but the loan procedure would be made much more efficient. 
We strongly commend this amendment. 


FEDERAL CENTRAL CREDIT UNIONS 


We also support the amendment which would authorize the chartering. of 
Federal central credit unions made up of local credit unions within a particular 
geographical area, or which could include as individual members, directors and 
committee members of credit unions. 

Both the stability and the loan flexibility of individual credit unions would be: 
enhanced by the availability of a central source of credit representing the 
combined resources of the member unions within geographical areas. The ter- 
ritorial basis, in each case, would be voluntarily established by those unions 
wishing to join together and thus would be tailored to local economic realities. 

Under present law, of course, credit unions can and do borrow from each 
other. But the efficiency and safety of borrowing procedures would be much 
improved by the mechanism of a central organization in which the member 
unions own shares and which would be able to muster larger resources to meet 
special borrowing needs which cannot always be met by other lending 
institutions. 

For example, in a particular locality where one or more industries may be 
hit by a recession causing much unemployment, local credit unions are under 
severe demands for cash withdrawals and loans to meet acute personal needs. 
The credit union is often the only source of credit for a person temporarily out 
of a job. The credit union in turn may find its borrowing opportunities limited,,. 
but with the availability of additional credit from a central organization of its 
own it can weather the economic distress. Then, again, workers employed on a 
seasonal basis may make severe demands on credit union facilities during cer- 
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tain periods of the year. Central credit unions would ease the strain of widely 
fluctuating credit demands on the part of particular memberships. Or in areas 
suddenly visited by flood or other disaster, forcing members out of their homes, 
their jobs or both, the need for additional credit union reserves may be vital. 

We urge the authorization of Federal central credit unions. Some State 
laws—Michigan is one example—currently do make provision for central credit 
unions in which State-chartered unions can be members. Federally chartered 
unions, however, cannot fully participate in these central unions, nor is there 
other provision for a central credit union they can belong to. 

A second purpose of the amendment for Federal central credit unions is to 
provide full credit union facilities to officers and committee members of local 
eredit unions. These individuals, as persons with direct influence over the 
policies of the credit unions in which they officiate, are rigidly restricted as to 
amounts they may borrow from their own organizations. By allowing such 
officials to participate in a separate central credit union, they may exercise 
normal borrowing powers without undergoing special personal disadvantage in 
order to volunteer their energies in service to their own local credit organiza- 
tions. There is an additional amendment in the bills, which we also endorse, 
easing the present restrictions on credit within their own credit unions by 
allowing additional loans where secured on shareholdings of a cosignatory. 


MISCELLANEOUS 


In addition to the amendments discussed above, there are a number of special 
changes relating to different administrative or procedural matters, such as 
placing the Bureau of Federal Credit Unions under the Administrative Pro- 
cedures Act, making robbery of Federal credit unions a crime under Federal 
law, and easing the membership definition under which credit unions for Fed- 
eral employees may occupy space in Federal buildings. The bills would also 
permit Federal credit unions to convert to State charters and vice versa. 
We endorse these and other technical amendments increasing the effectiveness of 
the law. 


CONCLUSION, 


The present bills, with the numerous and carefully worked out revisions they 


eontain for the Federal Credit Union Act, offer an excellent opportunity to 
modernize and make even more serviceable this highly successful financial in- 
stitution which has proved of such benefit to working people. The proposed 
amendments grow directly out of the operating experience of 25 years and should 
be enacted. 

I thank the committee for this opportunity to present the views of the 
AFL-CIO. 


PHILADELPHIA REX FEepEeRAL Crepit UNION, 
Philadeiphia, Pa., May 13, 1959. 
Hon. Joserx 8. CLARK, 
Senate Office Building, 
Washington, D.C. 


Dear SENATOR CLARK: Enclosed is a copy of my statement to Subcommittee No. 

of the House Banking and Currency Committee relative to consideration of H.R. 
777. 

Senator Sparkman has introduced in the Senate S. 1786, which is identical to 
the Patman resolution. 

Your support of these measures will be deeply appreciated. 

These proposed changes in the Federal Credit Union Act are, as my statement 
points out, very much needed to bring the law into step with the present economy. 

The proposed Federal central credit unions would streamline our operations in 
that the need to make possibly 20 more telephone calls before finding a credit 
union with funds available. 

At present we interlend among each other but finding a credit union with funds 
requires a lot of patience. The proposed change would eliminate these problems. 

We borrow also from banks from time to time but the “line of credit” is usually 
so limited that we take what is offered and then go to another credit union for the 
balance. In addition, we run the risk of having our bank loans recalled from 
time to time, even though we are financially sound. 
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I suspect you may have questions. Ifiso, please feel free to write me. If need 


be, I will be pleased to go to Washington so you may have firsthand knowledge 
of our needs. 


Warmest personal regards, 


James J. Girvan, Manager. 


STATEMENT OF JAMES J. Girvan, Director or Crepit UNION NATIONAL 
ASSOCIATION, INC., FRom PENNSYLVANIA 


My name is James J. Girvan. I am a director of the Credit Union National 
Association from Pennsylvania and treasurer of two Federal credit unions in 
Philadelphia. One of these credit unions serves members of the Catholic Knights 
of Columbus; the other serves employees of the Railway Express Agency. 

I also am president of the Pennsylvania Credit Union League. As such, I 
represent approximately 600,000 persons who hold membership in Pennsylvania’s 
1,100 credit unions. More than 1,000 of these credit unions, numbering more 
than 500,000 members, are federally chartered. On their behalf I urge your 
support of the proposed recodification of the Federal Credit Union Act, or the 
bills containing specific amendments to the act, all of which include almost iden- 
tical desirable changes. 

Our Federal credit unions have enjoyed the happy privilege of serving their 
members with thrift service and low-cost credit for provident and productive 
purposes since 1934, when the act was originally approved. 

The experiences of credit unions and the changes which have occurred in our 
economy since that time have given to the leaders of the individual credit 
unions, the State credit union league and our national association many oppor- 
tunities to study needed and desirable changes in the existing law. 

These studies were essential in order that the almost 10,000 Federal credit 
unions now operating could serve the thrift and credit needs of their member- 
ship most effectively under constantly changing conditions. 

I would like to use this privilege of appearing before you to bring to your 
attention particularly the desirability and necessity of the proposed change to 
provide for Federal central credit unions. 

Such Federal central credit unions would include within their membership 
both Federal credit unions and credit unions organized under the law of any 
State, the District of Columbia, the several territories and possessions, the 
Canal Zone, the Commonwealth of Puerto Rico, and members of credit unions 
who are directors and committeemen of credit unions within a well-defined 
geographical area. 

At the present time there are in operation Federal credit unions whose mem- 
bership is restricted to directors and credit and supervisory committee members 
of both Federal and State credit unions and are commonly known as officer 
credit unions. These credit unions are restricted to operational areas within 
a State or a portion of a State. 

Their share capital can be obtained only from these eligible directors and 
committee members, who are restricted as to loans in their own credit unions 
where they hold office to an amount equal to their own shares. 

Although these officer credit unions endeavor to serve the credit needs of their 
membership, the funds available for this purpose are limited since the directors 
and committeemen that make up the membership prefer to purchase shares in 
their own primary credit union. Therefore, these officer credit unions have a 
very limited ability to serve their credit function.. An additional source of 
funds is essential in order to remove a currently existing serious obstacle to 
the recruitment of the best qualified individuals to serve as credit union offi- 
cials, due to loan restrictions on their own credit unions. This need can best be 
answered by the proposed Federal central credit unions. 

The Federal central credit union can also serve as a very effective medium for 
satisfying the credit needs of the individual credit unions. Federal credit unions 
have the privilege in the present law of borrowing up to 50 percent of their 
unimpaired capital and surplus. This provision is designed to enable them to 
borrow to meet the loan demand of their own members. when the accumulation 
of shares is less than their credit needs. In some credit unions this is a con- 
stantly recurring situation. However, in attempting to borrow for this purpose, 
many credit unions experience a serious problem due to the reluctance of other 
financial institutions to make loans to credit unions and the difficulty, delay, 
and restrictions applicable to such loans when made by such institutions. 
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As a result, credit unions desiring to use their borrowing privileges must 
often seek loans from other credit unicns. In so doing they frequently encounter 
the experience of being forced to make a number of loans, in small amounts 
from several credit unions. This is caused by the fact that credit unions with 
funds in excess of their own member needs find it a desirable and provident 
business procedure to invest their funds in U.S. Government bonds and obliga- 
tions and in other insured savings and loan institutions. In this manner they 
obtain some return on extra funds while retaining a reasonable amount of cash 
on hand to meet their own needs. 

To redeem these investments in order to assist another credit union with 
a loan could result in a reduction in cash value in some instances and a loss 
of dividend or interest earnings in others. Therefore, the funds of other credit 
unions are not readily available for loans to other credit unions. 

A large number of these credit unions would be willing to place a certain 
amount of their funds in the proposed Federal central credit union as an 
investment in shares of the central on which they would receive a reasonable 
dividend return. Their participation would be motivated by their desire to 
help other credit unions obtain loans through the central when such loans are 
not readily available elsewhere. ™ 

There are currently in existence central credit unions within some States 
which operate under. State law. The proposed revision of the Federal Credit 
Union Act would permit Federal credit unions to avail themselves of the share 
and loan facilities of such currently operating State central credit unions and 
also provide for establishment of Federal central credit unions to serve in the 
same manner in areas where State central credit unions are not permissible 
under existing laws. 

The State central credit unions currently functioning have more than justi- 
fied their existence in terms of achievement. There appears to be no theoretical 
or practical justification for not authorizing the establishment of Federal cen- 
tral credit unions where needed in order that Federal credit unions may also 
benefit from this mode of operation. 

To sum up, the function of Federal central credit unions would be to accept 
eredit union surplus funds for the purpose of making loans to credit unions 
and to officials of credit unions in. need of credit. 

The proposed Federal central credit unions would provide for a cooperative 
structure which has a very much needed and proper position in the true mutual 
purpose of credit unions. 

The proposed Federal central credit unions could be established only by 
authorization of the supervising agency and would function within a well- 
defined geographical area. 

The proposed Federal central credit unions would provide a medium for the 
mutual use of funds in the interest of the members of many credit unions, and 
eliminate existing handicaps created by conditions not within the control of 
the credit unions. 

Your favorable acceptance of this portion of the proposed legislation and all 
other amendments before you is merited. Your approval is earnestly solicited. 

Your courtesy to me in extending the privilege of presenting these views is 
sincerely appreciated. 


The Cuatrman. We have a letter from Senator Moss in support of 
H.R. 8305 which will be inserted in the record, together with any 
communications that may be received before this hearing is printed. 

(The following were received for the record :) 

U.S. SENATE, 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 


August 20, 1959. 
Hon. A. WILLIs ROBERTSON, 


Chairman, Banking and Currency Committee, 
U.S. Senate, Washington, D.C. 


Dear SENATOR ROBERTSON : Please enter into the record of the hearings on H.R. 
8305 this letter expressing my support of the measure. The amendments it pro- 
poses to the Credit Union Act will make it possible for credit unions to operate 
more effectively in providing for the credit needs of our working people. 

I hope the committee will report this measure favorably at an early date. 

With kindest regards. 

Sincerely, 
FRANK E. Moss, 
U.S. Senator. 
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TREASURY DEPARTMENT, 


August 25, 1959. 
Hon. A. Wirtis ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your letter of April 27, 1959, 
requesting a report on S. 1786, a bill to amend the Federal Credit Union Act. 

The proposed legislation would make a number of substantive changes in the 
law governing the operation of Federal credit unions. Many of the provisions 
of the bill are not of interest to the Treasury Department and the Department 
has no comments to make on them. The attached memorandum sets forth the 
sections of the bill of concern to the Department and its comments thereon. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. ROBBINS, 
Acting Secretary of the Treasury. 


Re 8S. 1786, a But To AMEND THE FepEeRAL Crepit Union Act 


As stated in our letter to your committee, the Treasury Department is not 
in favor of certain of the changes in the Federal Credit Union Act as proposed 
by S. 1786, which are as follows: 

(1) Sections 1 and 5 would create Federal central banks for credit unions 
and permit Federal credit unions to invest in capital and stocks of Federal 
and State central credit unions. It is our opinion that there is no need for 
the creation of Federal central credit unions nor do we consider the proposa) 
desirable. 

(2) Section 2 would extend the loan maturity from 3 to 5 years. We doubt 
that there is any significant need for extending the loan maturity beyond the 
present 3-year limit. We understand that only about 10 percent of the total 
number of loans made are for the present maximum limit. Possibly some 
home improvement loans could be made more advantageously with longer ma- 
turities; however, should it be considered desirable to extend the maximum 
maturity period for such purposes, it is recommended that sueh loans be 
amortized to maturity by frequent regular and substantially equal payments 
including principal and interest during the life of the loan. 

(3) Section 4 would provide authority for Federal credit unions to cash 
and sell checks for a reasonable charge to its members and “individuals eiigible 
to become members.” It is our opinion that the business of credit unions 
should be confined to their members, and we therefore feel no credit union 
services should be extended to nonmembers. We further feel that credit union 
members should not be required to pay a fee for a check representing 4 with- 
drawal from their loan account or for the proceeds of a loan transaction. 

(4) Section 5 provides that instead of being elected by the members, the 
supervisory committee would be appointed by the president. This is one of 
several proposed changes which weakens the control by the board of directors 
of the internal affairs of the credit union. It is our opinion that the board of 
dlirectors should appoint the supervisory committee since they have the respon- 
sibility for the general direction and control of the affairs of the credit union. 
Sound internal audit control policy contemplates that those responsible should 
be accountable only to the board of directors. 

(5) Section 7(a) would change the present law to allow the board of direc- 
tors to appoint a membership chairman to act upon applications for member- 
ship. As previously noted, this again removes from the body responsible one 
of their important functions and responsibilities. It is our opinion that the 
board of directors alone should retain authority to approve or disapprove mem- 
bership, and this responsibility should not be delegated to one man. It is in- 
conceivable that the delay occasioned by waiting for a regular meeting of the 
board to approve a membership would outweigh the inherent danger of placing 
in one person the control of membership. 

(6) Section 8(a) of the bill would change the present law to permit the 
credit committee to appoint a paid loan officer who would be authorized to make 
loans up to the unsecured limit, or in excess of such limit if such excess is fully 
secured by unpledged shares. This again seeks to remove a function from the 
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responsible committee. If such a delegation is nevertheless deemed to be 
necessary and desirable, it is our opinion that the limit should not be set at 
the unsecured loan limit but the committee should limit each loan officer’s 
authority to approve loans in accordance with their determination of his per- 
sonal capacity to appraise the credit worthiness of borrowers. 

(7) Section 9 would increase the unsecured loan limit from the present $400 
to $1,000. There appears to be no real need to increase the lending limit to 
$1,000 and it is our opinion that if an increase is justified a limit of $500 would 
be more realistic and more in keeping with the safe lending capacity of Federal 
credit unions. 

(8) Section 11 would provide that all persons in credit unions who may 
be directly affected by an adjudication by the Director of the Bureau of Fed- 
eral Credit Unions shall be given the opportunity for a hearing. It is our 
opinion that there is no need for such a provision and it is doubtful that it 
would serve the best interests of credit union members. 

(9) Section 14 provides for the conversion of a Federal to a State credit 
union. It is recommended that a majority vote, either in person or in writing, 
by the members of the credit union be required for the conversion from a Federal 
to a State credit union. The proposed requirement that such conversion re- 
quire only two-thirds of the vote of the members present would enable a small 
minority of the membership to effect a conversion. 


TREASURY DEPARTMENT, 
August 25, 1959. 
Hon, A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your letter of May 20, 1959, 
requesting a report on S. 1985, a bill to amend the Federal Credit Union Act. 

The proposed legislation would make a number of substantive changes in the 
law governing the operation of Federal credit unions. Many of the provisions 
of the bill are not of interest to the Treasury Department, and the Department 
has no comments to make on them. The attached memorandum sets forth the 
sections of the bill of concern to the Department and its comments thereon. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. RosBBINs, 
Secretary of the Treasury. 


MEMORANDUM RE §. 1985, A Britt To AMEND THE FEDERAL CREDIT UNION AcT 


As stated in our letter to your committee, the Treasury Department is not in 
favor of certain of the changes in the Federal Credit Union Act as proposed by 
S. 1985, which are as follows: 

(1) Sections 2, 8(7) (e), 10, 11, 12, and 15 would create Federal control banks 
for credit unions and permit Federal credit unions to invest in capital stock of 
Federal and State central credit unions. It is our opinion that there is no 
need for the creation of Federal central credit unions, nor do we consider the 
proposal desirable. 

(2) Section 8(5) would extend the loan maturity from 3 to 5 years. We doubt 
that there is any significant need for extending the loan maturity beyond the 
present 3-year limit. We understand that only about 10 percent of the total 
number of loans made are for the present maximum limit. Possibly some home- 
improvement loans could be made more advantageously with longer maturities; 
however, should it be considered desirable to extend the maximum maturity 
period for such purposes, it is recommended that such loans be amortized to 
maturity by frequent regular and substantially equal payments, including prin- 
cipal and interest, during the life of the loan. 

(3) Section 8(12) would provide authority for Federal credit unions to cash 
and sell checks for a reasonable charge to its members and “individuals eligible 
to become members.” It is our opinion that the business of credit unions should 
be confined to their members, and we, therefore, feel that no credit union services 
should be extended to nonmembers. We further feel that credit union members 
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should not be required to pay a fee for a check representing a withdrawal from 
their loan account or for the proceeds of loan transactions. 

(4) Sections 12 and 16 provide that, instead of being elected by the members, 
the supervisory committee would be appointed by and subject to removal by the 
President. This is one of several proposed changes which weaken. the control 
by the board of directors of the internal affairs of the credit union. It is our 
opinion that the board of directors should appoint the supervisory committee, 
since they have the responsibility for the general direction and control of the 
affairs of the credit union. Sound internal audit control policy contemplates 
that those responsible should be accountable only te the board of directors. 

(5) Section 14 would change the present law to allow the board of directors 
to appoint a membership chairman to act upon applications for membership. 
As previously noted, this again removes from the body responsible one of 
their important functions and responsibilities. It, is our opinion that the board 
of directors alone should retain authority to approve or disapprove membership 
and that this responsibility should not be delegated to one man. It is incon- 
eaivable that the delay occasioned by waiting for a regular meeting of the 
board te approve a membership would outweigh the inherent danger of placing 
in one person the control of membership. 

(6) Section 15 would change the present law to permit the credit commit- 
tee to appoint a paid loan officer who would be authorized to make loans up to 
the unsecured limit, or in excess of such limit if such excess is fully secured 
by unpledged shares. This again seeks to remove a function from the respon- 
sible committee. If, notwithstanding, such a delegation is deemed to be neces- 
sary or desirable, it is our opinion that the limit should not be set at the 
unsecured loan limit but the committee should limit each loan officer’s authority 
to approve loans in accordance with their determination of his personal capa- 
city to appraise the credit worthiness of the borrowers. ; 

(7) Section 15 would also increase the unsecured loan limit from the present 
$400 to $1,000. ‘There appears to be no real need to increase the lending limit 
to $1,000 and it is our opinion that if an increase is justified, a limit of $500 
would be more realistic and more in keeping with the safe lending capacity 
of Federal credit unions. 

(8) Sections 19 and 21(i) would provide that all persons and credit unions 
who may be directly affected by an adjudication by the Director of the Bureau 
of Federal Credit Unions under this act shall be given the opportunity for a 
hearing. It is our opinion that there is no need for such a provision and it is 
doubtful that it would serve the best interest of credit union members. 

(9) Section 26(a)(1) provides for the conversion of a Federal to a State 
credit union. It is recommended that a majority vote, either in person or in 
writing, by the members of the credit union be required for the conversion 
from a Federal to a State credit union. The proposed requirement that such 
conversion require only two-thirds of the vete of the members present would 
enable a small minority of the membership to effect a conversion. 


TREASURY DEPARTMENT, 
August 25, 1959. 
Hon. A. WILLIs RoBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your letter of August 5, 
1959, requesting a report on H.R. 8305, a bill to amend the Federal Credit 
Union Act. 

This Department would favor changes in several of the sections of the pro- 
posed legislation. We have attached a memorandum outlining the sections 
which we do not favor and the reasons for our objections. The remaining 
provisions of this bill are not of interest to this Department and we have no 
comments to make thereon. 

The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. Rossrns, 
Acting Secretary of the Treasury- 
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MEMORANDUM RE H.R. 8305, a Britt To AMEND THE FEDERAL Crepir UNION AcT 


As stated in our letter to your committee,-this Department is not in favor of 
certain of the changes in the Federal Credit Union Act as proposed by H.R. 8305, 
which are as follows: 

(1) Section 8(5) would extend the loan maturity from 3 to 5 years. We 
doubt that there is any significant need for extending the loan maturity beyond 
the present 3-year limit. We understand that oniy 10 percent of the total 
number of loans made are for the present maximum limit. Possibly some home 
improvement loans could be made more advantageously with longer maturities. 
However, should it be considered desirable to extend the maximum maturity 
period for such purposes, it is recommended that such loans be amortized to 
maturity by frequent regular and substantially equal payments, including princi- 
pal and interest, during the life of the loan. 

(2) Section 14 would change the present law to allow the board of directors 
to appoint a membership chairman to act upon applications for membership. 
This removes from the body responsible one of their important functions and 
responsibilities. lt is our opinion that the board of directors alone should 
retain authority to approve or disapprove membership and that this responsibility 
should not be delegated to one man. It is inconceivable that the:delay occasioned 
by waiting for a regular meeting of the board to approve a membership would 
outweigh the inherent danger of placing one person in control of the membership. 

(3) Section 15 would change the present law to permit the credit committee 
to appoint a paid loan offizer who would be authorized to make loans up to the 
secured limit, or in excess of such limit if such excess is fully secured by un- 
pledged shares. This again seeks to remove a function from the responsible 
committee. If, notwithstanding, such a delegation is deemed to be necessary or 
desirable, it is our opinion that the limit should not be set at the unsecured loan 
limit but that the committee should limit each loan officer’s authority to approve 
loans in accordance with their determination of his personal capacity to appraise 
the credit worthiness of the borrowers. 

(4) Section 15 would also increase the unsecured loan limit from the present 
$400 to $1,000. ‘There appears to be no real need to increase the lending limit 
to $1,000, and it is our opinion that if an increase is justified a limit of $500 
would be more realistic and more in keeping with the safe lending capacity of 
Federal credit unions. 

(5) Section 27 provides for the Director of the Bureau of Federal Credit 
Unions to submit to Congress on or before January 15, 1960, a draft of legislation 
providing for federally chartered central credit unions. It is our opinion that 
there is no need for the creation of Federal central credit unions. 


U.S. DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 


Washington, August 14, 19&9. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear SENATOR Rosertson: This is in further reply to your request for com- 
ments on S. 1786 and 8S. 1985, bills to amend the Federal Credit Union Act. 

These proposals would revise the Federal Credit Union Act of 1934 as 
amended, by, among other things, providing for the chartering of Federal 
central credit unions composed of Federal credit unions and credit unions or- 
ganized under the laws of a State, Territory, or possession. It would also 
increase loan maturity and signature loan limits from 3 to 5 years and from 
$400 to $1,000, respectively. The Director of the Bureau of Federal Credit 
Unions in the Department of Health, Education, and Welfare would be au- 
thorized to prescribe rules and reguiations for the administration of the pro- 
posals, suspend or revoke charters, and exercise other administrative authority. 

We are in accord with the general purpuses of these bills ot modernizing the 
Federal Credit Union Act to take into account the changes that have occurred 
in our economy and the needs of Federal creait unions and their members since 
the passage of the original act in 1934. Although the Department of Labor has 
no direct responsibility over credit unions, the providing of consumer credit 
at reasonable cost and through consumer cooperative to the families of wage 
earners is of deep concern to us. 
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While we prefer to leave detailed comment on the specific proposals contained 
in the bills to those agencies with direct responsibilities in this area, we would 
like to comment on several provisions. 

This Department favors the proposed increase from 3 to 5 years in the loan 
maturity limit. This increase would permit Federal credit unions to extend 
more loans for home improvement and modernization and would more ade- 
quately meet the modern-day demands for various other types of loans. It 
would also tend to bring the Federal law more into line with many State laws. 

With respect to the provisions of S. 1786 and S. 1985 authorizing the charter- 
ing of Federal central credit unions, it should be noted that central credit 
unions composed of State-chartered credit: unions can be organized under some 
State laws. These central credit unions make available a central source of 
credit to all member unions. Further, under the present Federal Credit Union 
Act Federal credit unions can borrow from any source and are permitted to 
make loans to other credit unions. Therefore, it might be considered advisable 
to delay any action on these provisions of the proposed legislation until the 
necessity for Federal central credit unions is more clearly established and ex- 
perience with the operations of State-chartered central credit unions has been 
analyzed and compared with intercredit union loan operations presently au- 
thorized under the Federal law. 

While the Department believes some increase in the unsecured loan limit is 
appropriate we would doubt the need for increasing the limit as high as $1,000. 
It is our understanding that the experience of Federal credit unions with unse- 
cured loans has been very good and that the average amount of unsecured loans 
is less that $250. To increase the limit to the extent proposed might produce 
greater risks for Federal credit unions, particularly if the maturity limit is 
increased to 5 years. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 


JAMES T. O'CONNELL, 
Under Secretary of Labor. 


The Cuarrman. The committee will into executive session. 
(Whereupon, at 11:53 a.m., the committee went into executive ses- 


sion. ) 


x 








